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(Abstract) 
Currency devaluation in Bangladesh is basically a policy prescription of the 
central bank in consultation with the International Monetary Fund and 
commonly aimed at the economic development of the economy. Academic 
scholars are divided on the issue of effects of devaluation (See Review of 
Literature) which raises the controversy as to whether devaluation was 
development oriented or development constraint. The best way to respond to the 
controversy is to evaluate the effects of devaluation on the balance of payments 
of Bangladesh as it is widely referred to improve the balance of payment 
situation of Bangladesh. Keeping that in mind, the present study aims to 
evaluate the effects of devaluation on the balance of payments of Bangladesh for 
a period extending from 1990-91 to 2001-02. 
From the study it peters out that during the last decade the poor economy of 
Bangladesh has promoted her per capita income from 279 US dollar in 1990-91-92 
to 361 US dollar in 2001-02. The savings rate has increased from 19.66 percent of 
GDP in 1991-92 to 23.74 percent in 2001-02. Investment has increased from 16.9 
percent to 23.21 percent. The growth rate of national income has increased from 
3.34 percent in 1991-92 to 4.42 percent in 2001-02 at constant prices. On the other 
hand, consumption has decreased from 85.43 percent of GDP in 1991-92 to 81.84 
percent in 2001-02. The growth rate of national income in current prices has 
decreased from 10.16 percent in 1991-92 to 7.75 percent in 2001-02. The exchange 
rate of US dollar has increased from Tk 35.68 in 1991-92 to Tk 57.40 in 2001-02. 
The trade deficit has increased by three times from 1991-92 to 2001-02. Import 
was significantly higher than export characterized by a Fundamental or 
Structural Disequilibrium in the balance of trade. That, in its hirn, forced the 
economy to induce capital inflows resulting in an outstanding foreign debt per 
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head as much as half of the income per head in 2003. Thus the economy required 
to service the debt by sixteen percent of the export earnings of 2003. With regard 
to the foreign exchange system, Bangladesh observed the pegged system of the 
International Monetary Fund (IMF) and through a process of gradual 
withdrawal of the appreciated domestic currency towards liberalization, in 2003 
abolished the fixed system of foreign exchange and adopted the system of 
floatation. 
Bangladesh Bank, the central bank of the country controls the foreign exchange 
dealings for an efficient management of the scarce foreign exchange of the deficit 
prone economy of Bangladesh by virtue of the Foreign Exchange Control 
Regulation Act 1947, subsequently adopted in Bangladesh by the Bangladesh 
Bank Order 1972. Until August 2003, Bangladesh Bank used to determine the 
foreign exchange rate mostly at a rate higher than the shadow market rate to 
curb the huge pressure of demands of the importers. Since the foreign exchange 
rate determined by Bangladesh Bank was artificially made better for domestic 
currency, devaluation led to reduce the difference between the official rate and 
the equilibrium rate of exchange. It is a macro-economic policy characterized by 
its nature of economic liberalization and aimed at an improvement in the deficit 
in the Balance of Trade. This is so because devaluation, if effective, makes export 
more remunerative and import costlier. 
Devaluation in Bangladesh is one of the most frequently used policy measures. 
Since the independence of the country, within last two decades, it had been used 
as many as 50 times. There are instances that it happened 10 times in a year, as 
well as, to an extent of 58 percent. There are contradictions and conflicts among 
academic scholars, practitioners, government agenci(>s. development agencies, 
etc. regarding the role of devaluation on the economic development of 
Bangladesh. To an orthodox, under the system of Fixed Exchange having the 
market withheld, devaluation makes an export remunerative and an import 
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costly, leading to a reduced deficit in the balance of trade of the economy under 
some stringent conditions. Among the conditions, the most familiar one is 
concerned with the nature of elasticity of demand and supply functions of 
import and export. It has been mentioned by the proponent of the Elasticity 
Function Theory of Robinson (1977) that devaluation will improve the balance of 
trade if the sum of the elasticities of demand for export and import has an 
absolute value exceeding unity. Accordingly, the experiences of Bangladesh 
suggested that the devaluations were not gainful, opined the conservative ones 
On the other hand, views of The World Bank - IMF are significantly different as 
the policy of devaluation has been taken into their Development Agenda as a 
goal itself, instead of a process. There remains another group having an opinion 
that the policy could have been made effective by means of certain monetary and 
fiscal policies as a supporting or complementary tool. Contradictions and 
conflicts in earlier studies are substantial. Institutional rigidity and structural 
impediments in Bangladesh are well established. Unlike any other macro-
economic policy aimed at full employment and stabilization, the policy of 
devaluation is much more widely aimed at international trade. Moreover, the 
goal is not confined to trade performances, rather all the components of balance 
of payments. The present study aims at assessing the effects of devaluation on 
the balance of payments of Bangladesh in consideration to the period under 
reference. 
The main objective of the study is to assess the effects of devaluation (i o 
deliberate lowering foreign exchange rates in the Fixed Exchange Rate System) 
on the Balance of Payment in the context of the economy of Bangladesh. The 
specific objectives of the study are: to assess the effects of devaluation on the 
foreign trade performances of Bangladesh based on different countries, to assess 
the effects of devaluation on different commodities of foreign trade of 
Bangladesh and to evaluate the effects of devaluation on the different accounts of 
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the balance of payments of Bangladesh, viz., the Current Account, The Transfer 
Account, The Income Account and the Capital Account of Bangladesh. 
The study has mainly relied on secondary data. Only in few exceptional cases 
primary data have been made good use of. The main source is the Exchange 
Control Department of Bangladesh Bank - the central Bank of Bangladesh. The 
sources of secondary data include the publications of Bangladesh Bank, Bureau 
of Statistics under the Government of Bangladesh, and the International 
Monetary Fund. The study uses both quarterly and annual data during the 
period from 1991 to 2002. The statistical tools that have been used for the analysis 
and interpretation are Mean, Maxima. Minima, Range, percentile. Standard 
deviation and coefficient of variance. Stepwise univariate and multivariate 
regression and so on. Both classical and log-linear regression functions are used. 
For test of significance F-test and t-test have been done depending upon the 
nature of cases. 
The study has observed that the annual export of Bangladesh during the period 
under consideration takes a Mean of Tk 165634 million which is not statistically 
significant at 5 percent level but is significant at 10 percent level. The export 
figures hold an average growth rate of 17.9 percent. Import takes the Mean of Tk 
249125 which is statistically significant at 5 percent level. The growth rate takes 
an average of 16.17 percent which is around 1.7 percent less than the growth rate 
of export during the same period. It has been noticed that in absolute figures, 
import is remarkably higher than export but in growth rates export is higher 
than import during the period under study. 
The study has observed that foreign trade of Bangladesh during the period was 
mainly confined to only 22 countries. The criteria of these 22 countries is that 
each of these countries had a share in export or import of Bangladesh or trade 
balance with Bangladesh to an extent of more than 1 percent for more than one 
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occasion during the period. It has also been observed that foreign trade of 
Bangladesh with most of these countries resulted in trade deficits in the context 
of Bangladesh. This means that Bangladesh exports less to these countries than 
imports from these countries leading to generate overall trade deficits of 
Bangladesh. 
The countries were short-listed to seven countries designated as the "very 
important trading partners". The criteria to be "very important trading partners" 
is that each of the countries shared to an extent of more than 10 percent of the 
average export, import or trade deficits of Bangladesh. The countries are USA, 
India. Japan, China, Germany, Singapore and Hong Kong. A regression 
approach has been undertaken to explore the variables that has functional 
relation with the export of Bangladesh to any of these countries or import of 
Bangladesh from any of these countries. The independent variables under 
consideration are 3 different foreign exchange rates, the GDP of the respective 
country and the total import of that country in case of export of Bangladesh to 
that country (being the dependent variable), and total export of that country in 
case of import of Bangladesh from that country. The three exchange rates are the 
conversion rate of US dollar to the domestic currency of that particular country 
(for the USA this rate is substituted by the Euro rate in US dollar), the rate of 
SDR in the domestic currency and the conversion rate between Bangladeshi Taka 
to the domestic currency of that particular country. The role of devaluation is 
implied in the conversion rate of Taka to the respective foreign exchange. The 
regression approach uses both the univariate and the multivariate regression in a 
step-wise form. It has been observed thai in most cases the univariate regression 
provides results in favor of the effectiveness of devaluation whereas the 
multivariate regression fails to hold that significantly. 
It has been observed that the univariate regression suffers from 
oversimplification. For example, even in cases of import data being the 
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dependent variable, it has been observed to have a highly significant positive 
functional relation with the exchange rates. This is not sensible. If devaluation 
was effective then import should have been reduced and if devaluation was 
ineffective then imports should not have been reduced but in no case it can be 
that import should increase because of devaluation. This clearly contradicts all 
theories. The empirical regression line, takes the form of positive functional 
relation between exchange rate of Bangladesh and import from any of the stated 
countries. Thus, it has been suggested that univariate regression suffers from 
over-simplification. 
The multivariate regression analysis of the step-wise form, taking all the 
independent variables mentioned above under consideration, provides results 
almost similar to each other. The independent variable that implies the 
devaluation of Bangladesh, i.e., the conversion rate of Bangladesh Taka and the 
respective foreign exchange fails to observe statistically significant relation in 
most cases of both export to and import from each of these countries. Not only 
that the slope coefficient of the particular independent variable fails to observe 
statistical significance but also the other independent variables perform very 
poorly in terms of statistically significant coefficient of slope. However, the R-
square in most cases are very impressive. This leads to generate the typical 
problem of multi-collinearity. This is not indeed surprising. Macrocconomic 
variables of an economy are somehow interrelated with each other. Besides, the 
three exchange rates, taken under consideration, might have some 
interdependence that leads to generate the same problem of niulli-collineariiv 
However, it can be safely said that the multiple regression analysis fails to 
observe the effectiveness of devaluation in the promotion of export and 
reduction of import in the aspect of country-specific foreign trade of Bangladesh 
during the period under study. 
ABSTRACT 
The study makes a composition analysis of exports and imports of Bangladesh. 
Regarding exports of Bangladesh during the period, a remarkable concentration 
on ready-made garments has been noticed. It shares as much as 68 percent of the 
total exports of Bangladesh. The share and role of the sector should be used with 
particular caution as it holds certain unique feature. Ready-made garments 
(RMG) sector exports commodities that are originally imported from abroad and 
then, used for value addition in Bangladesh and then, exported again. Thus the 
role of the sector has been exaggerated due to its gross value while the true 
contribution in terms of value addition can not be assessed due to technical 
reasons. The sector creates a problem in the estimation of the contribution of 
traditional export-sectors. Because of the use of gross export of RMG sector, the 
share of other items (like tea or jute) to total exports appears understated. Even 
being understated, other important items of the export of Bangladesh are jute (8 
percent), jute goods (2.3 percent), skin & hides (5 percent), Fish (7.3 percent), tea 
(1 percent) and fertilizer (2 percent). Analysis of the composition of import has 
been obstructed by the fact that there was a thorough change of the basis of 
classification of imports in 1997. Accordingly, the total period under study was 
bifurcated into two parts. During the first part from 1990-91 to 1996-97, total 
import has been comprised of food (11 percent), minerals (17 percent), and 
inputs of RMG and leather sector (25 percent), capital goods (17 percent) and 
others (30 percent). With regard to the second part, from 1996-97 to 2001-02. total 
import has been comprised of food (11 percent), petroleum (7 percent), chemicals 
(6 percent), textile inputs (22.6 percent) and capital goods (30 percent) 
Efforts have been made in the study to assess the nature of relation between each 
line of export (or imports) and devaluation. Devaluation is suggested to be 
effective only if there is a functional relation between the two variables. The 
statistical technique of regression analysis is the most appropriate technique for 
this kind of assessment of functional relation. Keeping that in mind, three 
different kinds of regression techniques have been used in the analysis, viz.. 
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simple regression under the ordinary least square (OLS) method, multivariate 
regression and log-linear regression. Quarterly data have been used for the first 
two forms of regression, i.e., simple and multivariate regression. For log-linear 
regression, annual data have been used. 
In the analysis of ordinary regression, the only independent variable is the 
foreign exchange rate. Dependent variable varies from total exports and total 
imports to each of the different lines of exports and imports. The regression 
estimates have been observed indeed impressive. In most cases, both the 
coefficient of determinant and the F-ratio are quite high to signify that 
devaluation is significantly related with the different dependent variables. It has 
been noticed that the findings of ordinary regression suffers from over-
simplification. One of the indications is that both imports and exports have been 
observed to have similar kind of functional relation. The estimates indicate that 
export and import both increased significantly in each of the different lines of the 
composition due to devaluation. It has been mentioned already that such 
empirical observations are apparently unexplainable by the existing set of 
theories. This leads to suggest that when both the dependent and independent 
variables are time series data of increasing trend then there is a high possibility 
that the regression will give a good fit that may not be true in fact. It is 
imperative that the single variable regression is not the right approach to 
evaluate the role of devaluation on foreign trade. 
The multivariate regression takes a number of variables under the consideration 
of independent variables. Along with the variables of foreign exchange rate, time 
and lagged variable it takes a dummy variable for devaluation. Such use of 
dummy variable for devaluation is rather uncommon and is possible only in case 
of quarterly data. Because of the use quarterly data, it has been observed that 
there were as many as 20 quarters out of 44 quarters over the period under 
consideration that failed to experience devaluation. Those quarters get a binary 
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number different from the quarters that experienced devaluation. Another 
advantage of the use of dummy variable in this form along with another variable 
like foreign exchange rate is that the problem of multi-collinearity does not arise 
under such cases. However, the multivariate regression estimates have failed to 
evidence any effectiveness of devaluation, in most cases. 
The log-linear regression approach bears special significance for the analysis of 
effects of devaluation on foreign trade. Regarding the effectiveness of 
devaluation to promote export and to reduce import, elasticity is very important. 
According to the Marshall-Lerner Condition, devaluation will be effective only if 
the price elasticity is indeed high. Both price and income elasticities are 
automatically revealed by respective coefficients in case log-linear regression. 
The empirical estimates of log-linear regression accordingly have provided many 
pieces of information with regard to price and income elasticity of different lines 
of exports of Bangladesh. On an average, it has been noticed that there is a huge 
potential of an effective use of devaluation although there is no statistical 
evidence that devaluation was effective to promote export of Bangladesh during 
the period under consideration. The log-linear regression could not be used to 
analyze the commodity-specific imports due to the constraints of availability of 
consistent data. 
The study has also dealt with the remittances of wage earners of Bangladesh 
during the period from 1990-91 to 2001-02. Wage earners' remittances play very 
important role to finance the trade deficit of Bangladesh. Remittances are treated 
as the credit side fiow of the service account of the Current Account of Balance of 
Payments. During the period under stud\-. wage earners' remittances provide 33 
percent of the trade deficit of the counii \ The average quantum of remittances is 
Tk 66327 million per annum during the period. The growth rate of remittances 
has been noticed indeed impressive to an extent of around 17 percent. This 
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indicates the significance and potentiality of remittances in financing trade deficit 
not only during the period under study but also in future. 
An attempt has been made to analyze the composition of remittances based on 
different countries of origin. It has been noticed that remittances of the wage 
earners of Bangladesh is confined to very few countries in the world. Only seven 
countries contribute 87 percent of the total remittances of Bangladesh during the 
period under consideration. The seven countries are Saudi Arabia (41 percent), 
Kuwait (12.5 percent). United States (10.3 percent), United Arab Emirates (7.8 
percent), Oman (6 percent), Qatar (4.7 percent) and United Kingdom (4.6 
percent). The dominance of Gulf countries is remarkable as because three-fourth 
of the remittances comes from Gulf countries. It has been observed that as much 
as 41 percent of the remittances came only from Saudi Arabia. An interesting 
feature of the remittances from different countries is the annual rate of growth 
during the period under consideration. It has already been mentioned that the 
total remittances hold an impressive growth rate, which is an encouraging sign 
in view of the trade deficit of Bangladesh. Among the seven countries, 
remittances from Kuwait hold the highest growth rate of 64 percent, remittances 
from USA hold a growth rate of 24 percent, from Saudi Arabia hold a growth 
rate of around 20 percent, from UAE 16 percent, from UK 13 percent, from Oman 
12 percent and from Qatar hold a growth rate of 10 percent. Such double-digit 
growth rates during the phase of devaluation quite obviously lead to generate a 
question as to whether it is an outcome of devaluation or something else. An 
attempt has been made to resolve the controversy bv means of regression 
approaches. The univariate regression suggests very strongly that increased 
remittances are functionally and statistically depended on foreign exchange 
rates. This means that devaluation was very effective to promote foreign 
exchange remittances of Bangladesh during the period under survey. It has been 
already mentioned that this is due to the limitation of time series data of 
increasing trends. So, a multivariate regression has been introduced. The 
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independent variables are the foreign exchange rate of US dollar, foreign 
exchange rate of the third currency, a lagged variable and the time. It has been 
noticed that none of the regression parameters suggests that increased 
remittances are statistically and functionally depended on foreign exchange 
rates. In many cases the lagged variable becomes significant. This indicates that 
remittances are more responsive to structural macroeconomic variables other 
than devaluation. The results of multivariate regression indicate that there has 
not been any statistical evidence to suggest that devaluation contributes to 
promote remittances during the period under consideration. 
The Balance of Payment is divided into the Current Account and Capital 
Account. The Current Account is comprised of the balance of trade, balance of 
Services and Income Account and the balance of Current Transfer. It has been 
observed that during the period under study there were always deficits in the 
Balance of Trade of Bangladesh. The balances of Services and Income Account 
were also in the form of deficits through out the period. On the other hand there 
were always surpluses in the balances of Current Transfer that in fact. 
neutralized the overall deficits in the Current Account during the period and in 
some of the years generated even surpluses. The annual trade deficits during the 
period varied from Tk 105900 million to Tk 46292 million. The Mean deficit is Tk 
78822 million, which is statistically significant at Spercent level. The deficit is 
eight and half times the average deficit of the Current Accounts. The trend of 
deficit during the period however is towards an improvement as is 
demonstrated by a positive growth rate of as much as 8.Spercent per annum 
The other source of deficit of Current Account of Bangladesh is the Services and 
Income Account. During the period under study that also experienced deficits 
with in a range from Tk 14013 million to Tk 63494 million. The Mean takes a 
value of Tk. 32321 million of deficit, which is statistically significant at 5 percent 
level. The growth rate is an impressive 14.1 percent suggesting that the account 
has improved remarkably in terms of its deficits during the period. 
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A regression analysis reveals that there has not been any statistical evidence 
observed to indicate that the reason behind the improvement of both the Balance 
of Trade and the Income and Services Account is attributed to the role of 
devaluation but the arguments in favor of devaluation can not be ruled out. It is 
true that there have been too many devaluations during the period and at the 
same time there has been some remarkable improvement in the deficits of these 
two accounts. This leads the policy makers to believe that the improvement is 
because of devaluation. 
The other account is the one of Current Transfer. This is the account that salvages 
the current account of Bangladesh. It is only because of this account that in some 
years there were surpluses in the overall Current Account of Bangladesh The 
Mean surplus of Current Transfer Account amounted to Tk 101933 million which 
is statistically significant at 5percent level. In comparison with the deficits of the 
Balance of Merchandise Trade, the Mean surplus of Current Transfer Account is 
30 percent higher than the Mean of trade deficits. It can be duly said that the 
huge import of Bangladesh is basically financed by the remittances of wage 
earners who are the basic contributors of Current Transfer Account. The growth 
rate of the surplus of Current Transfer Account is also impressive. The annual 
growth rate is 9.1 percent, which is slightly higher than the growth rate of trade 
deficit 
However, it has been observed that the Mean deficit of Current Account is Tk 
13760 million per year, which is not statistically significant The coefficient of 
variance indicates a high degree of fluctuations in the variable. The balances of 
Capital and Financial Account happen to hold a Mean surplus to an extent of Tk 
7561 million, which is not statistically significant due to high standard deviation 
The coefficient of variance is as high as 128 percent that implies the intensity of 
fluctuations in the variable largely due to the inadequacy of data. 
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The Capital and Financial Account comprises of (i) Government or official credit, 
loans and transfer, (ii) Direct investment, (iii) portfolio investment, (iv) other 
investment and (v) foreign exchange reserve. The account of official loan and 
transfer represents the government efforts to compensate the balances of 
payment deficits, which is popularly known as the accommodative capital. The 
balance of the account takes a Mean of Tk 15052 million in the form of surpluses. 
The estimate is statistically significant at 5 percent level. The coefficient of 
variance is only 8.7 percent that indicate the stability of the variable. It seems that 
the government efforts in this aspect are quite consistent and regular. The Mean 
of the flows of foreign direct investment (FDI) holds a credit balance as is 
expected for a host country like Bangladesh. The Mean is Tk 6948 million, which 
is not statistically significant at 5 percent level. The Mean of portfolio investment 
during the period is Tk 1445 million in the form of debit balances indicating that 
Bangladeshi residents invest more in abroad than foreigners invests in 
Bangladesh in the form of portfolio investment. The "other investment" also 
takes a Mean in the form of debit balance to an extent of Tk 18635 million, which 
is not significant at 5 percent level. The Mean of the balances of "other 
investment" is indeed high and as such deserves attention. One of the reasons 
behind the debit balances has been argued as that DPI repatriates huge amounts 
through this source. Since the accounts include the IMF dealings under the head, 
servicing the IMF loans may be another reason behind such huge balances. The 
Mean of foreign exchange reserves take the Mean of Tk 4831 million, which is 
statistically significant at 5percent level. 
Efforts have been made to evaluate the role of devaluation on the different 
components of Balance of Payments of Bangladesh. A multivariate regression 
approach has been undertaken on the quarterly data of the components of 
Balance of Payments during the period from 1991-92 to 2001-02 taking under 
consideration a number of independent variables, viz., the foreign exchange rate. 
a dummy variable for devaluation, a lagged variable of the dependent variable 
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and time. Observations in most cases do not substantiate a functional relation 
between the foreign exchange rate or devaluation and the components of Balance 
of Payments of Bangladesh. The regression estimates of the components of 
Services and Income Account also fail to demonstrate the effectiveness of 
devaluation with regard to the dummy variable of devaluation. However, 
foreign exchange rate observed statistically significant coefficients in some cases. 
Receipts of services and receipts of income observed significant coefficients of 
foreign exchange rates. In both the cases the coefficients are positive to indicate 
that devaluation holds positive functional relation with receipts of services and 
receipts of income. However, a similar coefficient is also observed in case of 
payments of income that can not be rationalized in consistence with the earlier 
observation. It may be due to statistical coincidence rather than an evidence of 
the effectiveness of devaluation. Other components of Services and Income 
Accounts fail to observe any role of devaluation or exchange rate in terms of 
statistically significant coefficient. 
Regression estimates of the components of Current Transfer Account observed 
statistically significant coefficients of foreign exchange rates in cases of Private 
Inward Flows, as well as Official Inward Flows. In case of Private Inward Flows 
the coefficient holds a positive sign and in case of Official Inward Flows holds 
the negative sign. The contradiction in sign is not apparently explainable and 
may be attributed to coincidence. In rest of the components of Current Transfer 
Account the regression estimates do not observe a significant coefficient for 
foreign exchange rates. In none of the cases the dummy variable of devaluation 
holds statistically significant coefficient. The regression estimates of the 
components of quarterly Capital Accounts of Bangladesh for a period from ] 990-
91 to 1996-97 do not observe statistically significant coefficient for either the 
exchange rate or the devaluation in any of the cases. In some cases, the lagged 
variables demonstrate significant coefficient to indicate that cross-sectional 
regression analysis may have explained the variables in a better way, which is 
14 
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out of the purview of the present study. The regression estimates of Capital 
Account hold a significant coefficient of Time to indicate a structural nature of 
the surplus in the Account. The coefficient however holds a negative sign to 
indicate a gradual decline in the surpluses of the Account. This deserves 
attention of policy makers. Regression estimates of the components of Capital 
and Financial Account for a period from 1996-97 to 2001-02 do not demonstrate 
any role of devaluation as the coefficient of foreign exchange rate or of the 
dummy variable of devaluation has never been statistically significant. 
The study, in general, failed to evidence any significant relation between 
devaluation and foreign trade of Bangladesh in spite of certain scattered 
exceptions. It seems that more specific policies with regard to specific lines of 
foreign trade could have been much more effective than the flat rate of 
devaluation. The main reason is the varied elasticities for different types of 
commodities that makes devaluation in some sectors effective and in some 
sectors ineffective. The study has also observed no significant relation of 
devaluation with the different components of the Balance of Payments of 
Bangladesh during the period under study. The study observed certain 
potentials of cross-sectional analysis. Effects of devaluation may not be confined 
to balance of payments only. It may have some effects on other macroeconomic 
variables like inflation, income and allocation of resources. Future research may 
be conducted in this line by means of co-integration techniques. 
Finally, the study has made some suggestions with regard to the Ready-Made 
Garments (RMG) sector of exports particularly in view of the WTO development 
that may lead to phase out the privileges in 2005 that Bangladesh has been 
enjoying so long. Suggestions has been also made with regard to the remittances 
of Wage Earners of Bangladesh and the Foreign Direct Investment (FDI) that bear 
particular significance in the Balance of Payment context of Bangladesh. 
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PREFACE 
The day-to-day challenges that a small economy encoiinters with regard to 
macroeconomic policy options of global standard are similar to what Prof. 
Joseph Stiglitz calls the predicament of the storm-tossed row boat in a 
ocean. This is particularly demonstrated in the economy of Bangladesh in 
course of adopting different policy prescriptions from different authorities. 
Faakland and Perkinson once called Bangladesh A Test Case of Development 
realizing the innumerable impediments to her development with even 
more approaches to deal with them. The country had started the journey to 
development in the post-independence period in a socialistic approach 
that all the way through the process of liberalization took a perfect stand of 
market-mechanism in late nineties. 
Such a variety of development strategies has been further deteriorated by 
the attitudinal differences of the political governments of the Awami 
League and Bangladesh National Party, the two parties that alternatively 
has been ruling the country for more than a decade. The contradiction 
between them is not more of philosophical than that of attitudinal. In view 
of such contradictions between political governments, the recent role of the 
World Bank-IMF group in the form of Structural Reform for the 
development of Bangladesh seems to be a blessing that at least provided 
certain consistency and stability in the strategy of development. 
Time has come now to evaluate certain well-accepted policies in terms of 
economic development. The economy had once paid very direly during 
early seventies due to the over-enthusiastic economic planning of the First 
Planning Commission of Bangladesh that in no way lacked expertise as 
there were some economists recognized as the best by the West. Even the 
world best economists failed to read the economy correctly. A common 
realization about the failure was in the form of inapplicability of some 
policies in the contest of Bangladesh that are apparently known 
sophisticated and fashionable from the academic point of view. 
Experiences of some African countries with regard to the role of the IMF in 
eighties and nineties are very disappointing due to inappropriate 
application of some otherwise very good policies. 
The present topic of devaluation is one of the most frequently used 
macroeconomic policies of Bangladesh that by its nature is rather general 
for most of the developing economies rather than formulated specifically 
for Bangladesh. It is often regarded as the precondition for economic 
liberalization vis-a-vis development. Not much effort has been made to 
assess the effects of devaluation on the balance of payments of Bangladesh. 
Earlier studies were more concerned with annual data that by definition 
contradicts the monetary nature of devaluation. Realizing that, the study 
uses quarterly data. Another extension of the present study is to 
concentrate on the net effects on the balance of payments in its totality as 
opposed to be confined to the balance of trade, which has been done in 
most of the earlier studies. The period under study is extended from 1990-
91 to 2001-02 with the rationale that Bangladesh accepted Article 8 of the 
IMF in early 1992 that basically evidenced the commitment of the country 
towards economic liberalization and the policy prescriptions of the IMF. 
Devaluation is essentially an outcome of that policy prescription. 
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CHAPTER ONE: INTRODUCTION AND OBJECTIVES 
1.1 Introduction and Statement of Problem: 
There is an age-old quotation of Schumpeter, J. (1934) which says, 
"Development can not be imposed, it should he instinctive". The view seems 
thought provoking to a good number of economists particularly in view 
of the experiences of Bangladesh for last two decades since the process 
of economic liberalization came into force. By accepting the Article 8 of 
the IMF in 1992, the government of Bangladesh took a firm stand to 
subscribe to the view of development as perceived by the World Bank-
IMF Group. Local economists like those of the Centre for Policy 
Dialogue (CPD) and the Bangladesh Institute of Development Studies 
(BIDS) took the other end that warranted an inward-looking 
development rather than a Washington based development prescription 
commonly applicable to all the countries in the world. 
Devaluation in Bangladesh is basically a policy prescription of the 
Bangladesh Bank in consultation with the IMF and commonly aimed at 
the economic development of the economy. Academic scholars are 
divided the issue of effects of devaluation. Bhuyan (1977), Kabir (1988), 
Parkh and Starmer (1990), Rahman (1991) failed to observe any 
development despite devaluation. On the other hand, Roy (1991), 
Hossain (2000), Choudhury (2001) and Rahman and Basher (2002) had 
observed some forms of development in consequence of devaluation. 
This raises the controversy as to whether devaluation was development 
oriented or development constraint. The best way to respond to the 
controversy is to evaluate the effects of devaluation on the Balance of 
Payments (BOP) of Bangladesh as it is widely referred to improve the 
Balance of Payment situation of Bangladesh. Keeping that in mind, the 
present study aims to evaluate the effects of devaluation on the balance 
of payments of Bangladesh. 
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During the last decade the poor economy of Bangladesh has promoted 
her per capita income from 279 US dollar in 1990-91 to 361 US dollar in 
2001-021. The savings rate has increased from 19.66 percent of GDP in 
1990-91 to 23.74 percent in 2001-02. Investment has increased from 16.9 
percent to 23.21 percent. The growth rate of national income has 
increased from 3.34 percent in 1990-91 to 4.42 percent in 2001-02 at 
constant prices. On the other hand, consumption has decreased from 
85.43 percent of GDP in 1990-91 to 81.84 percent in 2001-02. The growth 
rate of national income in current prices has decreased from 10.16 
percent in 1990-91 to 715 percent in 2001-02. The rate of US dollar has 
increased from Tk 35.68 in 1990-91 to Tk 57.40 in 2001-02. The trade 
deficit has increased by three times from 1990-91 to 2001-02. Import was 
significantly higher than export characterized by a Fimdamental or 
Structural Disequilibrium in the balance of trade. That, in its turn, 
forced the economy to induce capital inflows that resulted in an 
outstanding foreign debt per head as much as half the income per head 
in 2003. Thus the economy required to service the debt by sixteen 
percent of the export earnings of 2003. 
With regard to the foreign exchange system, Bangladesh observed the 
pegged system of the International Monetary Fund (IMF) and through a 
process of gradual withdrawal of the appreciated domestic currency 
towards liberalization, in late 2003 abolished the fked system of foreign 
exchange and adapted to the system of floatation. Devaluation, the 
topic of the present study, was an outcome of the process of gradual 
withdrawal. 
1. Economic Trends 2004, Bangladesh Bank, January 2004. p.38. 
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Bangladesh Bank, the central bank of the country controls the foreign 
exchange dealings for an efficient management of the scarce foreign 
exchange of the deficit prone economy of Bangladesh by virtue of the 
Foreign Exchange Control Regulation Act 1947, subsequently adopted 
in Bangladesh by the Bangladesh Bank Order 1972. Until August 2003, 
Bangladesh Bank used to determine the foreign exchange rate mostly at 
a rate higher than the shadow market rate to curb the huge pressure of 
demands of the importers. Since the foreign exchange rate determined 
by Bangladesh Bank was artificially made favorable for domestic 
cxirrency, devaluation led to reduce the differences between the official 
rate and the equilibrium rate of exchange. It is a macro-economic policy 
characterized by its nature of economic liberalization and aimed at an 
improvement in the deficit in the Balance of Trade. This is so because 
devaluation, if effective, makes export more remunerative and import 
costlier. 
Devaluation in Bangladesh is one of the most frequently used policy 
measures. Since the independence of the country, within last two 
decades, it had been used as many as 80 times. There are instances that 
it happened 10 times in a year, as well as, to an extent of 58 percent at a 
time2. There are contradictions and conflicts among academic scholars, 
practitioners, government agencies, development agencies, etc. 
regarding the role of devaluation on the economic development of 
Bangladesh. According to the orthodox view, under the system of Fixed 
Exchange having the market withheld, devaluation makes an export 
remunerative and an import costly, leading to a reduced deficit in the 
balance of trade of the economy under some stringent conditions. 
Among the conditions, the most familiar one is concerned with the 
2 Exchange Control Department, Bangladesh Bank, Unofficial Source. 
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nature of elasticity of demand and supply functions of import and 
export. It has been mentioned by the proponent of the Elasticity 
Function Theory of Robinson (1937) that devaluation will improve the 
balance of trade if the sum of the elasticities of demand for export and 
import has an absolute value exceeding unity. An economy like 
Bangladesh suffering from structural rigidity such elasticity is possibly 
low (see Hossain 2000). Accordingly, the conservative view is that the 
devaluations were not gainful in the experiences of Bangladesh. On the 
other hand, views of The World Bank - IMF are significantly different 
as the policy of devaluation had been taken into their Development 
Agenda as a goal itself, instead of a process. Yet remains another group 
of an opinion that the policy could have been made effective by means 
of certain monetary and fiscal policies as a supporting or 
complementary tool. 
Earlier studies in the context of Bangladesh did not correspond to each 
other. For examples, Bhuyan and Chowdhury (1977) observed the 
effects of devaluation on the Balance of Trade evidentially adverse. 
Hannan (1990) observed some improvements in the balance of 
payments, rate of inflation and economic growth. The IMF (1992) 
observed the performance remarkable. Sobhan (1993) found the effects 
negative and the World Bank (1993) ranked the effects satisfactory. 
Thus, contradictions and conflicts in earlier studies are substantial. 
Ir\stitutional rigidity and structural impediments in Bangladesh are well 
established. Unlike any other macro-economic policy aimed at full 
employment and stabilization, the policy of devaluation is much more 
widely aimed at international trade. Moreover, the goal is not confined 
to trade performances, rather all the components of balance of 
payments. The present study aims at assessing the effects of 
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devaluation on balance of payments of Bangladesh in consideration to 
the period of last decade. 
1.2. Review of Literature 
Perhaps the earliest study done on devaluation in the context of 
Bangladesh was the article written by Bhuyan and Chowdhury (1977) 
published by the Economic Association of Bangladesh. The authors 
focused on the devaluation of as much as 58 percent on May 27, 1975 
and made an effort to assess its effects on the balance of trade of 
Bangladesh. The article revealed that a naive idea of devaluation in 
anticipation of export promotion and import reduction, or in together to 
reduce the deficit in the Balance of Trade in fact, was too ambitious an 
expectation and in most of the cases could be misleading for policy 
makers. The nature of elasticities of demand for foreign exchange for 
the purpose of import and the supply of foreign exchange in case of 
export, popularly known as Robinson's Theory of Elasticity, should 
have been taken into consideration as an essential condition for a 
successful devaluation. The authors also mentioned that the 
devaluation of 1975 was rigorously urged upon by the World Bank and 
IMF which considered the over-valuation of the Taka as the main factor 
responsible for Bangladesh's economic ills. 
It seems mentionable that the Article of Bretton Wood System, the 
foundation of the IMF defined it very precisely that the basic purpose of 
the Fund (IMF) was to stabilize the money market of the world and an 
abrupt or a sudden change in official or Fixed Exchange rate can make 
the market destabilized. So there must be a minimum or maximum 
limit of the rate of change that should not be broken, no matter what the 
intensity of the problem is. The maximum limit of change allowed by 
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the IMF was 10 percent and that also should have been done with prior 
permission of the IMF. The Fund would allow the country to make the 
change, only when the nature of crisis was 'Structural Disequilibrium in 
the Balance of Payment'. Of course, the term of structural 
disequilibrium can be interpreted differently as it had not been defined 
precisely in the Article and different countries (particularly the 
European countries in 1960s) had interpreted in its own manner 
contradicting the interpretation of the IMF. However, the other 
condition of 10 percent was so obligatory that any change beyond that 
could have been deemed to be a punishable offence. The IMF had been 
given the highest legal authority by the United Nation. Although, there 
had been many instances^ of violation of the norm but that should not 
be an excuse because firstly, it is an offence and secondly it is at the cost 
of macroeconomic stability. The devaluation of 1975, as the authors 
mentioned was an instance of violation of certain clause of the IMF and 
the most surprising point is that there had been a pressure of the 
institution itself that led to make the violation. The authors suggested 
that the instance implied outright self-contradiction of the IMF itself. 
The authors made the analysis on the basis of composition of export 
and import and made it evidential that hardly there can be any gain 
derived from the devaluation. The finding of the study is relevant to the 
present study, that said: 
"Bangladesh's devaluation is thus seen to have not achieved the degree 
of desired objectives of improving the trade balance that might liave been 
anticipated. Visibly imports have increased because of a very inelastic 
3 In fact the European countries initiated the violation in 1960s which is popularly 
known as the competitive depreciation when the European countries started a 
competition of making devaluation at a rate higher than the earlier instance to derive 
the advantages in market competition. 
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demand at home. Exports did not increase eitlier, partly because of 
inelastic foreign demand for our major exportable and partly because of 
inelastic export supply..." (Bhuyan and Chowdhury, 1977, p.241). 
The finding above failed to convince the policy makers as devaluation 
had been used much more in 80s and 90s and finally stopped by means 
of merging the fixed rate of foreign exchange with the open market rate 
very recently. 
In an effort quite similar to the present study Kabir (1988) made an 
attempt to assess the effects of exchange rate devaluation on the current 
account of Bangladesh. The period under study w a^s extended from 
1973 to 1983. The author used a log-linear regression technique to 
evaluate the changes in export and import of goods and services of 
Bangladesh. Because of the log-linear function the author was capable 
to assess the elasticity of import and export demand function of 
Bangladesh. He author used the annual data for the purpose of the 
study and had been confined to the figures of export and imports in 
their totality rather than in their disaggregated forms. The findings of 
the study by Kabir are quite relevant to the present study. It observed 
that both import and export demand functions of Bangladesh are 
basically inelastic. This leads to suggest that currency devaluation failed 
to curtail import and to promote export of Bangladesh during the 
period of the study. The author concluded as: 
"The evidence presented, therefore, suggests tJmt variation in the 
exchange rate alone may not solve tite current account imbalances facing 
Bangladesh. This would demand rethinking of adjusttnent programme 
through exchange rate changes. Such a method involves obviously an 
easy and quick action. But tlie intended efforts remain largely 
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wiaccomplislmd. More attention perliaps, be given to otlier 
macroeconomic policies like monetary and fiscal policies. (pl25) 
Despite the findings, use of devaluation has been continued in 
Bangladesh and that deserves attention as to what motivates the policy 
makers to stick to the same old policy of devaluation. 
Ahmed (1989) made an effort to evaluate the role of foreign exchange in 
the economic development of Bangladesh. It had been hypothesized 
that the level of economic activity in less developed countries is 
constrained by the foreign exchange availability, firstly; secondly, that 
different components of foreign exchange may differ in their impacts on 
the imports of consumer, intermediate and capital goods and finally, 
that the effects of different components of foreign exchange may spread 
over a period of more than one year. By using the data of Bangladesh 
for a period from 1960-61 to 1979-80, the author adopted the regression 
approach with a lag variable under consideration. The empirical result 
suggested that foreign exchange receipts from export and foreign 
capital inflow have significant positive effects on the three categories of 
imports, i.e., import on consumer goods, intermediate goods and 
import of capital goods. The author arrived at a conclusion that foreign 
exchange receipts contributed to economic development of Bangladesh 
economy through financing these imports. The author observed 
significant positive effects of foreign capital inflow on imports of 
intermediate and capital goods and observed insignificant effects no 
import of consumer goods. This indicated the line of dual gap analysis 
that scarcity of foreign exchange was one of the constraints on the 
economic growth of Bangladesh. Finally the author observed that 
export receipt was more effective in increasing impoTis of consumer 
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and intermediate goods whereas foreign capital inflow was more 
effective in stimulating the import of capital goods. 
Parikh and Starmer (1990) made an attempt to relate monetary policy 
and balance of payments of Bangladesh. They constructed a macro-
economic model for Bangladesh to assess the impact of monetary policy 
upon real income, the price level and the balance of payments. The 
period under consideration was extended from 1972 to 1986. The 
authors observed that despite or good number of devaluation taken 
place during the period, Bangladesh followed a 'cautions monetary 
policy'. The author argued that the apparent inconsistencies in the 
nature of monetary policy were the choice of IMF. One of the purposes 
of the study was to see how monetarist model performs in an economy 
like Bangladesh which follows cautions monetary policy. A dynamic 
model had been constructed using the monetarist framework. The 
author experienced severe data constraints while constructing the 
model for Bangladesh and accordingly, the original model had to be 
simplified. It had been explicitly mentioned by the authors that: 
"tlte reason for adopting a monetarist approach is not because we believe 
a priori timt tlte monetarist account offers tlte best explanation of tlte 
functioning of tlie economy like Bangladesh, but because it is often the 
case tliat monetarist assumptions clearly underlie tlie policy 
recommendations made to developing countries by institutions such as 
tlie IMF. It is, tlierefore, important to establish wlietlier tlie monetarist 
model can be sustained empirically" (Parikh and Starmer, 1990, p.75). 
It is interesting that the authors observed that monetary policy can not 
sustain empirically in Bangladesh. One of the reasons behind the 
failure, they suggested, was the one of cautions monetary policy 
10 
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adopted throughout the period under study. The other reason was that 
the relatively large non-monetized sector of Bangladesh economy 
defied empirical representation. Thus, the straightforward findings of 
the author that, 'a model based upon monetarism is simply not 
appropriate to the Bangladesh economy' deserves attention as the IMF 
formulate recommendation for Bangladesh on the basis of monetarist 
framework. The justification of devaluation becomes equally 
questionable for Bangladesh, as it is a policy recommendation of the 
IMF. 
In another piece of study Roy (1991) made an evaluation of export 
performances of Bangladesh. The study took two periods in 
consideration; the first period is extended from 1976 to 1981 and the 
second period is extended from 1980 to 1987. The study demonstrated a 
mathematical sophistication in its methodology. The constant market 
share (CMS) model had been used to examine export growth of 
Bangladesh attributable to commodity composition effect, market 
distribution effect, the competitive effect and world trade effect. The 
model has been applied in the paper both to aggregate exports as well 
as to the different lines of export decomposed into agricultural product, 
raw materials and manufactured products. It had been observed in the 
study that during the period from 1977-78 to 1988-89, the growth of 
export was 8.65%, wherein the growth of nontraditional items was as 
high as 18.87% and the growth of capital goods export was also as high 
as 16.34%. Growth of primary commodities was only 4.97% and that of 
consumer goods was 4.97%. The author argued that the competitive 
effect of Bangladesh exports substantially improved in the period 1980-
87 as compared with the period 1976-81, although this could not turn 
the negative market effect into positive. Over the period of 1976-87, the 
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signs of the competitiveness effects are positive for both manufactures 
and agricultural products export. In the area of market distribution 
effect, the exports of agricultural products have shown relatively better 
performance compared with manufactured goods export. The main 
finding of the study was that "overall, Bangladesh exports are competitive 
vis-a-vis the rest of the world" (Roy, 1991, p.63). 
Similarly, Rahman (1991) made an effort to appraise the policy of 
devaluation in view of a number of objectives, viz., to increase the 
competitiveness of the domestic product of Bangladesh, to diversify 
export and to encourage import substitution. The author observed that 
"exchange rate policy (of devaluation) is an important and integral component 
of IMF sponsored Stabilization Program in Bangladesh" (p.71). By means of 
empirical evidences, the author approached the issue of devaluation 
and appraised the policy reform against the stated objectives. The 
author observed no conclusive evidence as to its success. The author 
suggested that the objectives of improving the trade deficit of 
Bangladesh could have been better achieved through a good many 
ways excluding devaluation like quota and subsidies (Rahman 1991, 
p.58). 
Matin (1992) in another piece of research evaluated the export 
performance of Bangladesh over a period from 1972-73 to 1990-91 
taking in consideration to the armual export performances in current 
prices, distribution of export earnings to the primary and manufactured 
commodities, regional participation of importing the exports, etc. The 
study was a time series analysis and happened to have explained the 
increases to an extent 67% as revealed by R-square, the goodness of fit. 
The author observed, "Bangladesh has been successful in diversifying lier 
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trade" (Matin 1992, p. 103) and aJso that the trend of annual increase 
was "satisfactory". However, the rate had been 8.7 percent at current 
prices when the rate of inflation (in terms of Consumer Price Index) in 
Bangladesh during the period had never been less than 10 percent, 
according to the ADB Report (1992). Thus, the finding in consideration 
to tiie rate of growth in export performances was somehow misleading. 
The author, however, observed certain stagnation of export earnings in 
Bangladesh and made faulty policy of the government responsible for 
that. 
In another piece of article Ahmed, Hoque and Talukder (1993) made an 
attempt to estimate the export demand function for Bangladesh. The 
team used a cointegration and error-correction method that received 
wide appreciation in terms of methodical superiority and 
computational strength. The study although is not concerned with the 
present issue of devaluation but suggested to conduct studies like the 
present one in the following words:: 
"One implication of the result is that the cost-efficiency by lowering 
prices may not boost export significantly. Since income and price may 
hide important information about trade at the country- and good-
specific level, an important extension of this study would be to estimate 
elasiticties at a further disaggregated level." (p. 102) 
Keeping the suggestion in mind the present study covers both country-
wise and commodity-wise export of Bangladesh and makes an effort to 
assess the changes therein as an effect of devaluation. 
In a rather recent effort Choudhury (2001) made an attempt to find out 
the export demand function of Bangladesh without however being 
concerned with the issue of devaluation as such. The author used a very 
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sophisticated econometric technique to evaluate thee export demand 
function. The data base used was quite comprehensive as it was 
extended from 1972-73 to 1997-98. The author used a log-linear 
regression approach that provides an assessment of elasticity of 
demand as well. The author followed the model of Houthakker and 
Magee (1969) that said that for small country export demand of a 
coimtry's product depends on the world price of the export product 
and income levels of the coimtries where the product is sold. The author 
argued that prices and income played an important role in the 
determination of exports of Bangladesh. She observed that price 
elasticity is highly inelastic for the total export of Bangladesh while it is 
close to unitary elasticity for export to fifteen major trading partners of 
Bangladesh. The author however, refrained from suggesting some 
possible reasons behind the differences in the elasticity between the 
total and the top fifteen countries. Regarding the income elasticity the 
author observed that it is very low for the exports of Bangladesh. This 
suggests that the devaluation in Bangladesh should not be expected to 
be effective in export promotion with out being directly concerned with 
the issue. 
In a paper, Rahman and Basher (2002) adopted a single equation 
approach to examine the real exchange rate behavior and exchange rate 
misalignment in Bangladesh. The authors observed that in recent era of 
trade liberalisation, foreign exchange liberalization and devaluation of 
local currency have appeared as a common feature of the development 
policy. Such policies are intended to make the real exchange rate more 
aligned to the market determined equilibrium exchange rate and to 
enhance the competitiveness in the international market. The authors 
argued that Bangladesh undertook two largest devaluation in 1971 and 
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in 1975 basically to correct its exchange rate for high domestic inflation. 
Inflation came down to a tolerable range at the late 1970s and since then 
Bangladesh had gone through a series of micro-devaluation. The most 
common reasons for devaluation are to reduce exchange rate 
misalignment and to improve the country's external balance. By means 
of a cointegration approach they observed that trade liberalization and 
increase in debt-service burden results in a real depreciation of 
currency; while increase in capital inflow, improvement in terms of 
trade, and increase in government consumption of non-tradable goods 
results in a real appreciation of currency. Nominal devaluation has been 
able to partly retain its effect to have a real devaluation in the short-run. 
Estimation of long run equilibrium real exchange rate revealed that 
Bangladesh currency was considerably over valued until 1980s. The 
authors, however, observed that the real exchange rate broadly was in 
equilibrium during the 1990s. Thus, Bangladesh Bank was successful in 
achieving one of the goals of devaluation i.e. to arrive at an equilibrium 
rate of exchange. The other goal of curbing the trade deficit had been 
left beyond the scope of that study, which the present study is basically 
concerned of. 
In a very recent study Rahman (2003) made an attempt to determine the 
factors influencing the trade of Bangladesh. He has applied the 
generalized gravity model to analyze the Bangladesh's trade with its 
major trading partners by using the panel data estimation technique. 
Data had been used for the 35 most important countries that 
Bangladesh holds trade relations with and the period of time taken 
under consideration is extended from 1972 to 1999. For each country the 
model of trade demand is derived by maximizing a constant elasticity 
of substitution utility function subject to income constraints in 
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importing countries. On the other hand, the model of trade supply is 
derived from the firm's profit maximization procedure in the exporting 
country, with resource allocation determined by the constant elasticity 
of transformation. The gravity model of trade flows, proxied by value, 
is then obtained under market equilibrium conditions, where demand 
for trade flows equals supply of the flows. Thus, the author had 
estimated the gravity model of trade (sum of exports and imports), the 
gravity model of export and the gravity model of import. Accordingly, 
the author observed that Bangladesh's trade was positively determined 
by the size of economies, per capita GNP differential of the countries 
involved and openness of the trading countries. The major 
determinants of Bangladesh's export had been found as the exchange 
rate, partner countries' total import demand and openness of the 
Bangladesh economy. All three factors affect the Bangladesh's export 
positively, the exchange rate on the other hand had been observed to 
have no effect on the Bangladesh's import. Rather imports had been 
observed to be determined by the inflation rates, per capita income 
differentials and openness of the countries involved in trade. 
Transportation cost is found to be a sigriificant factor in influencing 
Bangladesh's trade negatively. The paper by Rahman (2003) merits 
attention for quite a few reasons. Firstly, it is very up-to-date. Secondly, 
it dealt with a wide time-framework (from 1972 to 1999). Thirdly, it 
used a very sophisticated and fashionable tool and finally, it had used 
panel data, 
1.3 Research Gap 
The study by Bhuyan and Choudhury (1977) had focused on the 
significance of researching the effects of devaluation on th balance of 
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trade of Bangladesh. Although the authors arrived at some concrete 
findings that does not invalidate the present effort. Firstly because, the 
study was confined to the aggregates level of import and export that in 
view of different elasticities needs to be further disaggregated at 
commodity levels. Secondly, the study was confined to a single instance 
of devaluation of 1975 rather than a number of devaluation during a 
period of time. Thirdly, the observation of the study about the 
devaluation that it was completely ineffective merits attention. If 
devaluation was so ineffective then it is questionable as to why the 
policy makers opt to favor that so much. The present study addresses 
the issue in a more formal way. 
It has been learnt from Roy (1991) that during the period of 
devaluations, Bangladesh export turned to a situation of more 
competitiveness than less competitiveness. It was also demonstrative 
that an 'aggregate study' of export although very conventional may not 
provide much insight and for that reason a 'segregated study' or item-
wise study is preferable. However, no such study has been done so far 
to address the item-wise imports and export of Bangladesh with further 
breakup like quarterly data and realizing the importance of such 
extensions, the present study takes the item-wise quarterly data under 
consideration. 
The article by Kabir (1988) while assessing the elasticity of import and 
export tailed to serve due conceptual clarity since different lines of 
export and import should follow different types of elasticities. For 
example, Bangladesh imports both rice and capital goods and to treat 
them in their average or aggregate term for the purpose of assessing the 
price and income elasticity is not indeed convincing. Similarly, export of 
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jute goods and export of ready-made garments should not be expected 
to have homogeneous demand function in terms of price and income 
elasticity. These are the points of differences of the present study from 
the study by Kabir. 
The study by Ahmed, Hoque and Talukder (1993) estimated the export 
demand fimction for Bangladesh. The study although is not concerned 
with the present issue of devaluation but suggested to conduct studies 
like the present one in the following words:: 
"One implication of the result is that the cost-efficiency by lowering 
prices, may not boost export significantly. Since income and price may 
hide important information about trade at tlte country- and good-
specific level, an important extension of this study would be to estimate 
elasiticties at a further disaggregated level" (p. 102) 
Keeping the suggestion in mind, the present study concentrates on 
country-specific as well as commodity-specific import and export of 
goods and services. 
Regarding the export performances, the present study takes an 
approach quite similar to the one that had been adopted by Choudhury 
(2001) with a view to exploring the effects of devaluation. The present 
study focuses on the trading partners of Bangladesh like Choudhury 
did although in consideration to exports. Besides, the present study 
puts due focus on different lines of exports as well, that somehow had 
been ignored in the study by Choudhury. It seems more plausible to 
study the line of export while evaluating the elasticity along with the 
countries of export as different commodities hold different elasticity 
rather than different countries importing the exports of Bangladesh 
holds homogenous demand function. Accordingly, the present study 
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takes both the countries and commodities under consideration that the 
study by Choudhury failed to cover as such. 
The study by Rahman and Basher (2002) observed that the real 
exchange rate broadly was in equilibrium during the 1990s. This 
indicates, the authors argued, that Bangladesh Bank was successful in 
achieving one of the goals of devaluation i.e. to arrive at an equilibrium 
rate of exchange. The other goal of curbing the trade deficit had been 
left beyond the scope of that study, which the present study is basically 
concerned of. 
The study by Rahman (2003) had observed that export of Bangladesh is 
influenced by exchange rate but the nature of functional relation had 
not been defined. Similarly, the study observed that input was 
independent of exchange rate but sufficient explanation had not been 
provided to justify such an uncommon finding. Above all the study 
concentrated on different trading partners but not on different 
commodities of import and export of Bangladesh. Due to varied nature 
of elasticities of different types of commodities, the corresponding 
determinants should have been different as well, that had not been 
taken under the consideration of the study. 
1.4 Objectives 
The main objective of the study is to assess the effects of devaluation 
(i.e., deliberate lowering foreign exchange rates in the Fixed Exchange 
Rate System) on the Current Account of the Balance of Payment in the 
context of the economy of Bangladesh. The specific objectives of the 
study are: 
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a) to assess the effects of devaluation on the foreign trade 
performances of Bangladesh based on different countries, 
b) to assess the effects of devaluation on different commodities of 
foreign trade of Bangladesh, 
c) to evaluate the effects of devaluation on wage earners' 
remittances of Bangladesh, and 
d) to evaluate the effects of devaluation on the different accounts of 
the balance of payments of Bangladesh, viz., the Current Account, 
The Transfer Account, The Income Account and the Capital 
Account of Bangladesh. 
1.5. Significance of the Study 
Devaluation in Bangladesh has been one of the most frequently used 
macroeconomic policy measures for last two decades. Policy makers 
argued that it contributed to promote export and curtail import and 
thereby contributed to curb the deficit of the balance of payments of 
Bangladesh. Findings of the present study would provide the policy 
makers with the effects of devaluation with regard to balance of 
payment situation. It is also aimed to answer the academics controversy 
regarding the effectiveness of devaluation in relation to the balance of 
payment crisis. 
1.6. Scope and Limitations 
The present study takes into consideration the period extended from 
1990-91 and 2001-02. Most of the data used are secondary data. The 
effects are determined in terms of the components of balance of 
payments of Bangladesh. Since the main purpose is to study the effects 
of devaluation the study puts due focus on the components of Current 
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Account and imports and exports in particular. In consideration to the 
fact that devaluation is a monetary phenomenon, quarterly data have 
enjoyed certain preferences over annual data. It is also needed to 
mention here that the study uses the balance of payments data 
published by the Bangladesh Bank as adjusted recently since it has been 
observed that such data had been published differently by other sources 
like the Bureau of Statistics, Government of Bangladesh, and also 
differently in earlier publications of Bangladesh Bank. The authenticity 
of data may be questionable but having no better alternative to have 
quarterly data the study depends on Bangladesh Bank publications. 
However the same problem may not arise in case of other 
macroeconomic data as that had been observed certain consistency in it. 
This is the biggest limitation of the study. 
1.7 Conclusion 
This chapter contained the introduction, objectives, literature review, 
research gap, scope and limitations of the study. The importance of 
currency devaluation in the context of overall economic development, 
in general, and improvement of balance of payments, in particular, is 
immense. The conflicting views in the role and effects of devaluation in 
the context of the economy of Bangladesh have been pointed out along 
with some specific observations of earlier studies. The controversy of 
the effects of devaluation remains unresolved that provides the 
premises of the present study. The forthcoming chapter would throw 






CHAPTER TWO: THEORETICAL FRAMEWORK AND METHODOLOGY 
2.1 Introduction 
The present chapter is concerned with theoretical aspects of devaluation 
and the statistical methods used in the study for the purpose of 
analysis. The chapter is basically divided into two sections. The first 
section deals with the theoretical framework and the second section 
deals with the methodology. 
2.2 Theoretical Framework 
Realizing the technical nature of devaluation, this section provides 
some theoretical aspects on the issues related to devaluation and 
balance of payments. The discussion is sub-divided into three sub-
sections. The first sub-section deals with the back-groimd of tiie fixed 
exchange rate system as devaluation is relevant only to this system of 
exchange rate. The second sub-section deals with the foundation and 
development of the International Monetary Fund, as the IMF is the 
institution that encourages countries like Bangladesh to adopt the 
policy of devaluation. The third sub-section provides a theoretical 
aspect of the balance of payments which has explicit reference to the 
topic of the study. 
2.2.1 History of the Fixed Exchange System 
It seems important to be explicit of the system available with regard to 
foreign exchange dealings. In practice, at least since post-world-war-II, 
there have been two system of foreign exchange market available. At 
one extreme, there is a Flexible Exchange Rate system, where the 
market should be free enough to constitute the demand for and the 
supply of foreign exchange that provides an equilibrium rate of 
conversion between the domestic currency and the foreign exchange. In 
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that circumstance, the basic demand for foreign exchange should be 
represented by the importer for the reason of paying the exporter 
abroad. Similarly, the basic source of supply of foreign exchange is the 
exporter who is paid by foreign exchange and in need of making it 
converted into domestic currency. At equilibrium, both the quantity 
demanded and supplied should be equal to ensure the condition of 
equilibrium. However, it is very simplified a concept of the Floating 
Exchange Rate System. Since the market is free, it can as well be a play-
ground for speculators, authorized foreign exchange dealers, brokers, 
etc. A speculator, for example, deals in foreign exchange by means of 
buying and selling of foreign exchange at different point of time (or at 
the same time at different foreign exchange market) to take the 
advantage of difference in prices of foreign exchange or the rate of 
conversion. It is quite plausible that the rates of conversion at open 
market due to the involvements of parties like speculators, brokers, 
authorized dealers, etc. can be a point enough to concern the importer 
or the exporter, and can demotivate them to import or to export. In fact, 
it is the foreign exchange risk, commonly defined as, the extent of 
uncertainty in rates of conversion between domestic currency and 
foreign exchange during the period required to complete the course of 
import or export. It should also be mentioned that a free market 
provides certain way of avoiding or diversifying the foreign exchange 
risk. Forward Contract for example, but that also requires an importer 
or an exporter to have acquired some expertise, quite different in nature 
from the job of export and import. 
The other form of fixation of conversion rate is Fixed Exchange Rate 
System where the rate is relatively stable or fixed compared to the one 
of Flexible Exchange Rate System. The central bank intervenes in the 
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foreign exchange market. The nature of intervention can be varied from 
one extreme of declaring the open market of foreign exchange 
completely banned (where each and every piece of dealings of import 
and export will be made through the central bank or by means of a 
number of authorized foreign exchange dealers guided by the central 
bank); to an other extreme where open market is allowed to a restricted 
extent and the rate of conversion is kept artificially controlled by means 
of deliberate buying and selling of foreign exchange by the central bank 
directly or indirectly. It is now imperative that the issue of devaluation 
is related only to the fixed system of exchange rate; because in an open 
m£irket, rate of conversion should be revealed by market forces which 
are allowed to be free. 
2.2.2 Bretton Woods System and the IMF 
Since the institutionalization of United Nation, after the 2nd World 
War, it was quite convincing that the devastated world should move 
towards an integrated form of mutual co-operation. Accordingly, there 
had been two institutions under consideration for the development of 
capital market and money market. The responsibility of capital market 
was entrusted to the International Bank for Reconstruction and 
Development, popularly known as the World Bank. The responsibility 
of money market was tied with the International Monetary Fund (IMF). 
Although, the line of demarcation in the authority and responsibility 
between the two institutions was not defined precisely, still then, a high 
motivation of the promoters bypassed the issue successfully. Regarding 
the monetary reform there had been, in fact, two proposals in 
consideration to formulate the objectives and functions of the IMF. The 
first one was of Harry Dexter White, representing the U.S. Treasury, 
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and the other one was of Lord M. Keynes, representing the counterpart 
of UK. The proposal of Keynes was characterized by the clearing house 
function of mutual claims among different economies with a view to 
reducing the potential problem of liquidity crisis of any particular 
currency, if demanded too much; in addition to an introduction of a 
common currency, if not physical, at least hypothetical, that could have 
been used for accounting settlement. On the other hand, the proposal of 
Mr. White was aimed to create a common fund by the contribution or 
subscription of the members and to use it for the purpose of short-term 
crisis of balance of payment, and also to adopt a System of Fixed 
Change Rate of different currencies and thereby ensuring a consistency 
among different rates of conversion at different foreign exchange 
markets. Subsequently, at Bretton Woods, New Hampshire, both the 
drafts were reviewed officially, and in 1946, the IMF came into existence 
by means of an Article of Agreement that was characterized by the 
proposal of D. White in preference to the Keynesian one (Yeager, 1978, 
p. 313). 
The purposes of International Monetary Fimd were to promote 
international monetary co-operation, to facilitate the expansion of 
international trade for the sake of high levels of employment and real 
income, to promote exchange-rate stability, to discourage a high rate of 
depreciation of currencies that can affect the stability of the global 
money market and to work for a multilateral system of international 
payments. 
Initially, the IMF was accepted widely as a development institution for 
the reasons like providing a harmonious rate of foreign exchange, 
liberalized international trade, dependability of the currencies having 
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poor backing of gold and foreign exchange, and after all, making 
international trade free from the unhealthy role of speculators. But, 
there had been certain lapses that made the Board of Governors change 
the policies for a good number of times. Some of them that refrained the 
IMF from achieving the goals in the context of the present issue are as 
follows: 
i. Although, the Fund assumed that the GATT (General Agreement 
on Tariff and Trade) would be very effective in favor of 
promotion of international trade, but that happened rather 
different in the form of regional integration, (the EEC for 
example,) and collapsed later in a long lasting statement on the 
point of the rate of subsidy on agricultural output. 
ii. There had been certain provisions relaxable in case of an 
economy facing structural of "Fundamental Disequilibrium" in 
the balance of trade, whereas, the term was not literally defined. 
It provided a good number of economies a shelter to break the 
norms agairist free trade. 
iii. There was a formal restriction on depreciation of currency that 
had been violated during early 60s by a good number of 
European economies (formally known as the Competitive 
Depreciation of 60s) against what the IMF could not impose any 
penalty for an instance. That prompted third world countries to 
depreciate their currencies as well, without having any gain as 
such. 
IV. Perhaps, the most important one was that the Bretton Woods 
system assumed that there would be no problem of availability of 
gold standard currency, because, at the time of conunencement it 
was a symbol of strength of a currency by the backing of gold. 
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Later, it turned out like that only the United States of America, for 
more than a decade, was the lone currency having gold standard 
and in the year of 1971 that U.S.A. also declared its currency no 
more of gold standard. It was, in fact, such a major blow, that the 
system of gold exchange standard or to peg in term of U.S. dollar 
(by means of per value) did not signify any thing any more. A 
good number of economists are of an opinion that the IMF is 
dead, at least the Bretton Woods System, since 1971. 
V. There had been a good number of amendments took place over 
the period since 1946 and in effect, the organization of 50s and 90s 
are quite different. The institution that introduced the system of 
fixed excheinge rate to ensure a monetEiry standard; later in 1990s, 
the same institution had been observed creating pressure on 
central banks to devalue the respective domestic currency. A 
good number of academic researchers declared it a political 
institution in preference to a financial institution. The 
devaluations took place in Bangladesh for last two decades was 
an imposition by the IMF and World Bank, although, in 
anticipation of development of the country. 
2.2.3 Theoretical Aspects of Balance of Payments 
The balance of payment accounts is a record of the international 
transactions of the economy. It is constituted by two accoimts: one is 
current accoimt and the other is capital account. The current account 
records imports and exports of goods and services. The capital accoimt 
records purchases and sales of assets, or to put it in a different way, it 
records the financial flows (both outflows and inflows) in the forms of 
instruments of more than one year as the period of maturity. Although, 
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it is possible to define the two accounts mutually exclusive, but quite 
often, an economy having an imbalance in international trade may not 
afford to treat the two accounts separately. Just like an identity of 
double entry system of accounting, the two accounts in their aggregates 
need to be balanced, it general. Hence, in practice, a country enjoying 
net surplus in trade (i.e., export > import), observes a capital outflow; 
and siimlarly a deficit prone country has to make efforts to induce 
capital inflows to equalize the two sides of balance of payment, 
popularly known as induced capital. 
Dombusch and Fischer (1987, p.639) suggested an equilibrium output 
and rate of interest by means of a classic integration of monetary and 
fiscal policies ensuring both internal and external balances. But, the 
approach assumes certain stringent conditions like, either external 
imbalance resulting a shift of IS function should be followed by a shift 
of LM function to a defined extent; or there should be a balance of trade 
correspond to a particular form of IS-LM equilibrium. The basic 
approach of IS-LM curves, in fact is a synthesis of Keynesian economics 
and accordingly, should be considered as a partial equilibrium, in 
contrast to a general equilibrium. Chachalaids (1979), as a right disciple 
of Charles Kindleberger, provided a better guideline by differentiating 
the disequilibrium of balance of trade from short run to long run. As 
long as the imbalance is not fundamental or structural and holds a short 
term attributes, there is not enough reason to be concerned of. But an 
imbalance, in long run, and of deficit nature creates an outflow of gold-
species or foreign exchange. This in turn, requires the economy; to face 
the deficit by means of borrowing from external sources. Which in its 
turn, as pointed by Todaro (1987, p.384), makes the economy more 
indebted, and the debt needs to be serviced by foreign exchange and the 
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economy ensures it position in the vicious cycle of poverty of foreign 
exchange. According to Todaro, in the absence of effective government 
intervention and restrictions of the foreign exchange dealings of its 
nationals, over-depreciated exchanges rates (under fixed exchange 
system) have a tendency to exacerbate balance of payment problems 
simply because they change imports while making export more costly 
(p. 284). On the other hand, the alternative to fixed exchange systems, 
i.e., the floating exchange rates are not thought to be desirable 
especially in view of exports and imports because they are 
unpredictable, subject to wide and uncontrollable fluctuations and 
susceptible to foreign and domestic currency speculation. Such 
unpredictable fluctuations can wreak havoc along with both short and 
long range development plans. 
The present international system of depreciating exchange rates was 
formally legalized at the 1976 IMF meeting (at Jamaica) and initiated the 
process of devaluation towards the floating rate. Such a devaluation has 
the immediate effect of raising prices of imported goods in terms of the 
local currency. The experience of many Latin American nations with 
such uncontrollable inflation during 60s has made the LDCs somewhat 
reluctant users of devaluation. Such a property can be attributed by 
means of a depreciation of the currency of the country having a 
continuous deficit in balance of trade. Not only the purchasing power of 
the currency will be reduced, but also will be affected the marketability 
of the currency. Such a lapse, in fact, is much more damaging than the 
extent of deficit in aggregate is. The imbalances so happened will not be 
confined within the point of export and import but will destabilize the 
internal balances, as well. More precisely, the inability of export and 
certain essentiality of import will enforce the central Bank facing its 
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exchange reserve low and since that had already been used as a basis of 
circulation of money, so will be ineffective the domestic monetary 
policy, as well. 
Foreign exchange market is the earliest warning system of the problem 
by means of changes in demand for and supply of domestic against 
foreign currency, or foreign currency against domestic currency argued 
by Yeager (1987). The basic indicator is the rate of conversion between 
domestic currency and foreign currency. Of course, the nature of crisis 
depends to some extent on the system of foreign exchange as to 
whether it is a fixed or a floating system, or combination of both 
(popularly known as the multiple exchange rate system). But whatever 
is the system prevailing, it is a matter of time, as a fundamental crisis 
can hardly be avoided by adopting a particular system of exchange; or 
in exceptional cases certain policy can contribute for time being (like an 
infant industry argument) but at the present world, committed to 
liberalization, can not provide protection for an indefinite extent of 
time. 
Finally, there are certain policy measures specific to different sectors, 
which can be a better alternative than the unspecific or general 
devaluation. Export of a particular item can be made more 
remunerative by alternative measures, like preferential fiscal 
treatments. Similarly, import can be reduced of a particular item by 
duties, quotas, etc. But a government without having much control on 
trade barrier, as is common for LDCs in general, may not afford to 
implement such a specific policy. In that circumstance, devaluation is 
the only way, of course, under Fixed Exchange System. 
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2.3 Research Methodology 
The study mainly relies on secondary data collected from different 
publications of Bangladesh Bank, Bureau of Statistics under the 
government of Bangladesh, and the International Monetary Fimd. 
Primary data have also been collected in few cases mostly from the 
unofficial sources of Bangladesh Bank. The study uses both quarterly 
and annual data with certain preferences to quarterly data over annual 
data. The following discussion concentrates on mentioning the 
hypotheses and the statistical tools used for the analysis and 
interpretation of the study. 
Z3.1 Hypotheses 
The present study is concerned with the key hypothesis that 
devaluation holds a functional relation with the different components of 
the balance of payments of Bangladesh during the period under study, 
i.e., from 1990-91 to 2001-02. The hypothesis can not be tested however 
directly on the balemce of payments as the balance of payment, by 
definition, holds the identity of equedity despite some inequalities in 
different components of it like current accoimt, capital account, balance 
of trade etc. Hence, the test of hypothesis would be conducted on the 
different components of the balance of payments of Bangladesh. To 
facilitate the test, the null hypothesis (Ho) would be disaggregated in 
the manner as following: 
Hoi: Devaluation effects in the export promotion and import 
reduction of Bangladesh during the period of the study. 
Ho2: Devaluation effects in the promotion of wage earners' 
remittances of Bangladesh during the period imder consideration. 
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Ho3: Devaluation is functionally related to the balance of the 
different components of Capital Account of the Balance of 
Payments of Bangladesh during the period under study. 
Failing to accept tiie null hypothesis would automatically lead to the 
alternative hypothesis that devaluation failed to improve the Balance of 
Payments situations of Bangladesh during the period under reference. 
Z32 Analytical Tools 
The statistical tools that have been used for the analysis and 
interpretation are Mean, Maxima, Minima, Range, percentile, Standard 
deviation and coefficient of variance. Stepwise univariate and 
multivariate regression and so on. Both classical and log-linear 
regression functions are used. For test of significance F-test and t-test 
have been done depending upon the nature of cases. Considering the 
technical nature of certain statistical tools and the frequent use of those 
tools in the study a brief discussion of some relevant topics are 
represented here. 
a) Regression Technique 
The most common technique used in the statistical analysis is the 
regression technique. It assumes a functional relation between the 
dependent variable and independent variable(s). If there is only one 
indepjendent variable then the technique relevant is known as simple 
regression and if there are many independent variables then it is known 
as multiple regression. The title of the present research suggest that the 
macroeconomic variables like import and export are the dependent 
variables, whereas there can be many independent variables including 
devaluation. The regression technique allows us to judge statistically 
whether devaluation is a predictor to predict trade performances, and if 
33 
CHAPTER TWO: THEORETICAL FRAMEWORK AND METHODOLOGY 
yes what is the strength of such predictability. The single variable 
regression takes the linear form of functional relations like: 
Y=a + bX. 
Where, Y is the dependent variable, 
X is the independent variable, 
b is the slope of the straight line 
a is the Y-intercept. 
In case of multiple regression the functional relation takes the following 
form: 
Y=a + biXj + b2X2 + b3X3+ ... +b„X„ 
Where, Y is the dependent variable 
Xi, X2, X3, .. Xn are the independent variables. 
bh bi, b3, ....bn are the respective slope of the 
independent variables Xi, X2, X3, .. Xn, 
and, a is the Y-intercept. 
b) R squared 
The estimates of R-squared, alternatively known as the goodness of fit 
or the coefficient of determination in regression analysis measures the 
strength of linear relationship between the dependent variable and 
independent variable(s). Statisticians also interpret the sample 
coefficient of determination by looking at the amount of the variation in 
dependent variable that is explained by the regression line (Levin & 
Rubin, 1997, p.681). When the dependent variable is Y and the average 
\s called Y bar then the total variation is the summation of Y minus Y 
bar squared. If the regression estimates describes Y as Y hat (Y^) then 
the sum of total variations between the estimated Y and the average Y 
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being squared is explained by the regression equation. The coefficient of 
determination represents the proportion of explained variations to the 
total variations. 
c) F Test 
Given a regression equation, may it be simple or multiple, it is natural 
to ask whether the value of R-squared really indicate the independent 
variables explain Y, or it might have happened just by chance. This 
question is often phrased, "Is die regression as a whole significant?" F 
test is used to answer this question. The 3 sum of squares related are the 
total sum of squares (^T), regression sum of squares (SSR) and error 
sum of squares (SSE).Each of these sum of squares has an associated 
number of degrees of freedom. SST has n-1 degrees of freedom (n 
observations, lessl degree of freedom because the sample mean is 
fixed). SSR has k degrees of freedom because there are k independent 
variables being used to explain Y. Finally, SSE has n-k-1 degrees of 
freedom because there are n observations to estimate k+1 constants, a, 
h, bz bs, ....bn. The null hypothesis that Y does not depend on X takes 
the following F distribution. 
SSRjk 
~ SSE/{n-k-\) 
If the null hypothesis is false that would suggest the alternative 
hypothesis that y depends on at least one of the X's. This means: Ho.* bi= 
2^= b3=bn= 0 and Ha: at least one bi is not 0. The null hypothesis is false 
when the F ratio tends to be larger than what it is when the null 
hypothesis is true (Levin & Rubin, 2000, p744). So if F ratio is too high 
(as determined by the significance level of the test and appropriate 
value from the F table) the null hypothesis would be rejected and the 
conclusion would be that the regression as a whole is significant. 
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d) Standard Error of Estimate 
The standard error of estimate is symbolized as Se and is similar to the 
standard deviation in that both are measures of dispersion. While the 
standard deviation measures the variability of the observed values from 
the mean, the standard error of estimate, on the other hand, measures 
the variability of the observed values around the regression line (Levin 
& Rubin, 1997, p.666). The formula takes the following form: 
se-jzun 
V n - 2 
where, Y = values of the dependent variable 
Y = estimated values from the estimating equation that 
correspond to each Y value 
n = number of data points used to fit the regression line 
The sum of squared deviation is divided by n-2, not by n. This happens 
because 2 degrees of freedom had been lost in estimating the regression 
line since the values of constant of slope are obtained from a sample of 
data points. This is true for single variable regression. If the regression 
is a multiple regression then the denumerator changes. If it was a 3 
variable-multiple-regression then there are 3 estimates of slope and 
there is a constant, so the denumerator will be n-4. The estimate of So 
can be used like standard deviation. This is to say, assuming that the 
observed points are normally distributed around the regression line, we 
can expect to find 68 percent of the points within plus and minus Ise of 
estimates, 95 percent of the points plus and minus 2se and 99.7 percent 
of the points plus and minus 3se. Finally, it should be mentioned that 
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the standard error is measured along the vertical axis, rather thein 
perpendicularly from the regression line. 
Z4. Conclusion 
This chapter provided a theoretical framework of devaluation and 
balance of payments along with the issues of statistical tools and 
analytical tools. Considering the involvement of the IMF in the 
devaluation of Bangladesh a profile of the institution has been provided 
as well. The profile mentioned the changed stand of the IMF since the 
foundation of the institution. Attempt has also been made to touch 
certain lapses in consistency of the policy of the IMF. The next chapter 
deals with the effects of devaluation on foreign trade of Bangladesh 




TRADE AND DEVALUATION 
CHAPTER THREE: COUNTRY-SPECIEIC FOREIGN TRADE AND DEVALU AlION 
3.1. Introduction 
The chapter deals with the country-specific foreign trade of Bangladesh 
during the period from 1990-91 to 2000-01. The discussion has been 
divided into 2 sections. The first section (i.e., section 3.2) deals with the 
statistical description of foreign trade of Bangladesh with 22 important 
countries. The second section (i.e., section 3.3) concentrates on the 
foreign trade of Bangladesh with seven most important trading partners 
by means of regression approach to assess the role of devaluation in the 
aspects of country-specific foreign trade of Bangladesh. 
3.2. Total and Country-Specific Foreign Trade of Bangladesh 
Diversification in trading countries is a qualitative goal of trade 
promotion, whereas concentration and fluctuation are the risk factors. 
Thus Mean, Standard Deviation (Stnd. Dev), Coefficient of Variance 
(CV %), Maximum (Maxima) and Minimum (Minima) figures, annual 
growth rate (Growth Rate) are used to analyze the data. Absolute 
figures of data are represented in appendices. The test of hypothesis 
with regard to the average is aimed at enquiring into whether the 
average is significantly different from zero or not. The following 
discussion would concentrate on export, import and then trade balance. 
Although the present point of discussion is the trading partners of 
Bangladesh it seems important to provide a picture of total trade 
performances oi Bangladesh before concentrating on each country. 
Figure of total export, total import, and balance of trade from 1990-91 to 
2000-2001 had been presented in appendix. The minimum, maximum, 
mean, standard deviation, t-ratio. Coefficient of Variance and average 
growth rate are presented in Table 1. Export of Bangladesh during the 
period under consideration varied between Tk 61334 million to Tk 
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306476 million. The Mean is Tk 165634 million and the Standard 
Deviation is Tk 81645 million. The t-ratio of 2.03 suggests that the 
estimate is not statistically significant at 5 percent level but it is 
significant at 10 percent level. The export figures hold an average 
growth rate of 17.9 percent. 
Import varied from Tk 111879 million to Tk 436949 million. The Mean is 
Tk 249125 million with a Standard Deviation of Tk 112417 million. The 
t-ratio is 2.22 suggesting that the Mean import is significantly different 
from zero or to put it in other words, it is statistically significant at 5 
percent level. The growth rate takes an average of 16.17 percent which 
is around 1.7 percent less than the growth rate of export during the 
same period. It has been noticed that in absolute figures import is quite 
higher than export but in growth rates export is higher than import 
during the period under study. 
The annual trade deficits during the period varied from Tk 59300 
million to Tk 181150 million. The Mean deficit is Tk 124971 million and 
the Standard Deviation is Tk 35074 million. The t-ratio is 2.4 suggesting 
that the estimate is statistically significant at 5 percent level. The trend 
of deficit during the period however follows deteriorations as is 
demonstrated by a positive growth rate of deficits by 8.8% per armum. 
It is interesting to point out that the growth rate of trade deficit is 27 
percent which is much higher than the growth rates of both export and 
import. This is not surprising as there is no straight forward relation in 
the growth rates of export or import and trade balance. 
In the following discussion we shall concentrate on individual trading 
partners of Bangladesh and concentrate on export, import and trade 
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balance. Among all the trading partners of Bangladesh, consideration 
would be only on those countries which had a share of more than 1 
percent of either import or export of Bangladesh for more than one year 
during the period under the study. The cotmtries having such a quality 
are Australia, Belgium, Burma, Canada, China, Czechoslovakia, Egypt, 
France, Germany, Hong Kong, India, Indonesia, Iran, Iraq, Italy, Japan, 
Malaysia, Maldives, Nepal, Netherlands, New Zealand, Pakistan, Saudi 
Arabia, Singapore, Sri Lanka, Sweden, Thailand, Turkey, United 
Kingdom, United States, Russia and Yugoslavia. Thus, there are 32 
countries in total that shared more than Ipercent of either export or 
import of Bangladesh for more than one occasion during the period 
under study. Figures of export to these countries during the period 
under study in million Taka are shown in the Table 3.1. 
Table 3-1: Statistical Description of Trade: Total of Bangladesh and 
Bangladesh with Australia (From 1990-91 to 2001-02) 





























































Source: Appendix 3.1 
3.2.1. Australia 
Export to Australia is mainly comprised of Textiles and textile articles 
like textile fibres, paper yam, carpets and other floor coverings etc. 
During the period under consideration annual export to Australia 
varied from Tk 542 million to Tk 1789 million. The Mean takes a value 
of Tk 1020.7 million with a Standard Deviation of Tk 442.3 million. The 
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t-ratio is 2.31 suggesting that the Mean is statistically significantly 
different from zero at 5 percent level. The Coefficient of Variance is as 
much as 43 percent. The average growth rate of export to Australia 
takes a Mean of 8.39 percent in percentile. Australia shared the total 
export of Bangladesh between a Range of 0.44 percent and 1.2 percent 
only. Compared to that, the import percentile varies from 1.52 percent 
to 3.1 percent of the total import of Bangladesh. In consideration to 
import from Australia the figures varied from Tk 2150 million to Tk 
10950 million. The main commodities of import from Australia are the 
products of chemical or allied industries, food and beverage including 
cereals and baby food, textile articles and machineries. A significant 
part of this is made under loan arrangements and under the head of 
project aid. The annual figures of import from Australia during the 
period under consideration took a Mean of Tk 6381 million with a 
Standard Deviation of Tk 3978 million. Because of high fluctuations in 
the variable, the Mean is not statistically significant at 5 per cent level. 
The Coefficient of Variance is 62.34 percent, indeed high. The growth 
rate is as high as 20.83 percent. 
Trade balance between Australia and Bangladesh had always been 
adverse to Bangladesh. It varied from Tk 11466 million to Tk 1786 
million. The Mean of the trade deficit with Australia is Tk 5361 with a 
Standard Deviation of Tk 3574 million. The average growth rate of 
deficit is as much 24 percent. This is due to that the growth rate of 
import is significantly higher than that of export. The trade balance with 
Australia shared as much as 6 percent of the trade deficit of Bangladesh 
on an average during the period under study. This indicates that 
although Australia shares only around 1 percent of the export of 
Bangladesh and around 3 percent of import but due to that fact that 
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import figures of Bangladesh is quite higher than export figures, 
Australia shares as much as 6 percent of the trade deficit of Bangladesh. 
3.2.2. Belgium 
Among the countries having regular trading relation with Bangladesh, 
Belgium stands alphabetically second. The main items of export include 
textile articles and fish and crustaceans. The figures of annual export to 
Belgium during the period under study varied from Tk 2729 million to 
Tk 12423 million. The Mean is Tk 6873 million with a Standard 
Deviation of Tk 3493 million. The t-ratio is 1.97 suggesting the Mean not 
statistically significant at 5 percent level but at 10 percent level. The 
Coefficient of Variance is 50.83 percent. In percentile of total export 
from Bangladesh, Belgium shared between 3.58 percent and 4.97 
percent during the period under study. On the other hand, im.port from 
Belgium had been only between 0.34 percent and 1.06 percent. The 
import figures varied from Tk 861 million to Tk 1570 million. The Mean 
is Tk 1151 million with a Standard Deviation of Tk 332 million. The t-
ratio is 3.47 suggesting that the import figures although meager but 
statistically significant at 5 percent level. The Coefficient of Variance is 
only 29 percent suggesting that the variable is stable. 
Table 3-2: Statistical Description of Trade: Bangladesh with Belgium and 
Canada (From 1990-91 to 2001-02) 





























































Source: Appendix 3.1 
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The trade balance was in favor of Bangladesh to an extent between Tk 
1545 million and Tk 10904 million. The growth rate of export to Belgium 
is around 17 percent and that of import is only 6 percent which reflects 
an improvement in the trade surplus of Bangladesh with Belgium The 
average growth rate of trade surplus with Belgium takes a value of 22.5 
percent. As a trading partner Belgium contributes to reduce the trade 
deficit of Bangladesh by an extent of 6 percent on an average during the 
period of study. 
3.2.3. Canada 
Canada is a very important trading partner of Bangladesh both in terms 
of export and import. As much as 80 percent of the Export to Canada is 
shared by Ready-Made Garments. Other items include fish and leather 
items. The main commodities of import from Canada are vegetable 
products like edible vegetables, certain roots and tubers and cereals. 
Import from Canada is also influenced by the conditionality of project 
loan as a large bulk is made under loan arrangement. During the period 
under survey, the figures of yearly export to Canada varied from 
TklOOO million to Tk 6943 million. The figures held the Mean of Tk 3429 
million with a standard deviation of Tk 2173 million. The t-ratio of 1.58 
suggests that the figures are not statistically significant at 5 percent 
level. The Coefficient of Variance is as high as 64 percent. In percentile 
Canada shared between 1.3 percent and 3.0 percent of the annual export 
of Bangladesh. The Mean percentile is 1.95. Compared with that, 
Canada provided between 0.89 percent and 2.75 percent of the total 
import of Bangladesh the average being 1.31 percent during the period 
under study. In absolute figures, the Mean of import from Canada 
during the period was Tk 3479 million with a Standard Deviation of Tk 
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2139 million. The t-ratio is 1.63, not statistically significant. The 
Coefficient of Variance is as high as 62 percent. The average rate of 
growth of import is 66 percent that can be compared with the growth of 
export of only 27 percent. 
The trade balance of Bangladesh with Canada had been both favorable 
in some years and unfavorable in other years. The average however was 
Tk 50 million adverse to Bangladesh with a very high Standard 
Deviation of Tk 917 million. Because of the fluctuating nature in trade 
balance the t-ratio is not significant and the growth rate of trade deficit 
is not representative either. Taking the growth rates of import and 
export in consideration it has been observed that the trade deficit held a 
trend toward being vanished. 
3.2.4. China 
China is a neighboring country of Bangladesh and holds an intense 
trade relation since a long time. The most important export commodity 
of Bangladesh to China is textile articles. Import from China mainly 
includes vegetable products, fruits, cereals, prepared foodstuffs, 
minerals, fertilizer, precious metals etc. 
During the period under consideration, export to China was in between 
Tk 416 million and Tk 2243 million. The yearly average was Tk 1096 
million with a Standard Deviation of Tk 730 million. The t-raho of 1.5 
suggests the variable not statistically significant. The Coefficient of 
Variance is 66 percent indicating that the variable observed wide 
fluctuations. The percentile of export of Bangladesh to China however 
held a Mean of less than 1 percent over the period under study 
compared to the import of Bangladesh from China to a percentile of 8.1 
on an average. The import figures varied between Tk 6493 million and 
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Tk 48010 million. The Mean import was Tk 21509 million with a 
standard deviation of Tk 14364 million. The t-ratio suggests the variable 
not statistically sigruficant. The Coefficient of Variance indicates high 
fluctuations and takes the value of 67 percent. 
The trade balance of Bangladesh with Qiina is adverse to Bangladesh to 
an average of Tk 20414 million. This shares as much as 24 percent of the 
total trade deficit of Bangladesh. The average growth rates of export to 
China was 29 percent and that of import from China was even higher a 
rate of 36 percent. The high rate of growth of export indicates the 
importance of China to explore export potentials of Bangladesh and on 
the other hand, the growth rate of import from China reflects the 
dependence of industrialization of Bangladesh on China. 
Table 3-3: Statistical Description of Trade: Bangladesh with China and France 
(From 1990-91 to 2001-02) 





























































Source: Appendix 3.1 
3.2.5. France 
Among the European countries France holds an important trading 
relation with Bangladesh. During the period under study France shared 
on an average 6.8 percent of total export of Bangladesh and 1.8 percent 
of total import of Bangladesh. More than 90 percent of the export to 
France is concentrated on textile articles. Import from France however is 
widely diversified through capital machineries, metals, plastic and 
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rubber articles, vegetables and prepared foodstuffs. About two-third of 
the import from France is made under project loan. 
Export to France varied from Tk 3238 million to Tk 20293 million. The 
Mean is Tk 11252 million and the Standard Deviation is Tk 6226 million. 
The t-ratio is 1.8 suggesting the variable is significant at 10 percent level 
but not at 5 percent level. The Coefficient of Variance is 55 percent 
indicating the fluctuating nature of the variable. Import from France 
varied from Tk 1243 million to Tk 10262 million. The Mean is Tk 4434 
million and the standard deviation is Tk 2753 million. Because of high 
deviations, the t-ratio is only 1.5 to imply that the variable is not 
statistically significant. The Coefficient of Variance is as high 66 percent. 
The trade balance of Bangladesh with France had always been favorable 
to Bangladesh over the period under consideration. The trade surplus 
varied from Tk 764 million to Tk 15907 million. The Mean is Tk 6817 
million and the standard deviation is Tk 4732 million. The ratio of 1.4 
suggests the variable not statistically significant. The average trade 
surplus with France during the period is as much as 8 percent of the 
Mean trade deficit of Bangladesh suggesting the importance of France 
in reducing the trade deficit of Bangladesh that suffers from structural 
disequilibrium. The average growth rate of export is 21.25 percent and 
that of import is 33 percent. The two growth rates however indicate the 
vulnerability of trade surplus that Bangladesh had been enjoying so far. 
3.2.6. Germany 
Germany is one of the few countries that Bangladesh observes a trade 
surplus with. The yearly average of German share in the export of 
Bangladesh over the period is 9.06 percent and in the import is 2.7 
percent leading to generate a trade surplus. Export to Germany is 
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mostly comprised of textile articles, leather and live animals. Import 
from Germany is rather diversified through chemicals and capital 
goods, metals, transport vehicles and aircrafts and textile articles 
required for readymade garments. A large bulk of import from 
Germany is made under project loan arrangements. 
Table 3-4: Statistical Description of Trade: Bangladesh with Germany and 
Hong Kong (From 1990-91 to 2001-02) 





























































Source: Appendix 3.1 
Export to Germany varied from Tk 5778 million to Tk 33996 million 
during the period under consideration. The Mean takes a value of Tk 
15600 million with a Standard Deviation of Tk 9505 million. The t-ratio 
of 1.64 however is not statistically significant. The Coefficient of 
Variance is 61 percent that implies considerable fluctuations. During the 
same period, import from Germany varied from Tk 3776 million to Tk 
9516 million. The Mean is Tk 6317 million and the Standard Deviation is 
Tk 2123 million. The t-ratio of 1.61 is not statistically significant. 
The trade balance with Germany had always been favorable to 
Bangladesh. During the period it varied from Tk 1529 million to Tk 
24480 million. The Mean is Tk 9282 million with a Standard Deviation 
of Tk 7728 million. The Mean trade surplus of Bangladesh with 
Germany is as much 11 percent of the trade deficit of Bangladesh on an 
average during the period under consideration. This demonstrates the 
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importance of foreign trade of Bangladesh with countries like Germany. 
The growth rate of export to Germany is as much as 20 percent 
compared to that of import of 11 percent. This indicates that the 
favorable trade balance of Bangladesh with Germany holds a trend 
toward being improved in future. 
3.2.7. Hong Kong 
Among the small countries. Hong Kong holds an important trading 
relation with Bangladesh. During the period of the study, Export to 
Hong Kong varied from 1.1 percent to 3.5 percent with a Mean of 1.87 
percent of the export of Bangladesh. As much as 70 percent of the 
export to Hong Kong is comprised of leather. Other commodities of 
export include textile articles, live animals, vegetable products, 
paperboards etc. In absolute values, export to Hong Kong varied from 
Tk 680 million to Tk 5571 million. The Mean takes a value of Tk 2897 
million with a standard deviation of Tk 1371 million. The t-ratio of 2.11 
suggests that the Mean is significantly different from zero at 10 percent 
level of significance but not at 5 percent level. The Coefficient of 
Variance is 41 percent which indicates relative stability compared to 
export to most of the other countries. 
Import from Hong Kong is largely comprised of mineral products, 
chemicals, textile articles, capital machineries, consumer items like 
clocks and watches, optical, medical and surgical equipments etc. In 
absolute figures import from Hong Kong varied from Tk 3884 million to 
Tk 26917 million during the period under consideration. The average is 
Tk 15098 million and the standard deviation is Tk 7097 million. The t-
ratio of 2.13 is statistically significant at 10 percent level but not at 5 
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percent level. The Coefficient of Variance of 44.8 percent indicates a fair 
degree of stability. 
The trade balance of Bangladesh with Hong Kong had always been 
adverse to Bangladesh during the period. It varied from Tk 743 million 
to Tk 21346 million. The Mean deficit is Tk 12201 million with a 
standard deviation of Tk 6116 million. The deficit is however not 
significantly different from zero at 5 percent level. Because of the 
import dependence of Bangladesh on Hong Kong, the trade relation 
with the small country contributes as much as 11 percent of the total 
trade deficit of Bangladesh on an average during the period under 
consideration. To indicate the trend of trade deficit it is important to 
compare between the growth rates of export to and import from Hong 
Kong. The export variable observed a growth rate of 32.8 percent and 
the import variable took the growth rate 47.6 percent. This indicates that 
the trade deficit holds a tendency towards being deteriorated further. 
3.2.8. India 
India is the closest neighboring country of Bangladesh. Trade relation 
with India is highly favorable to India and unfavorable to Bangladesh. 
Indian share to the total export of Bangladesh during the period under 
consideration was only 0.41 percent compared to the share of India the 
total import of Bangladesh of 11.7 percent on an average. Export to 
India includes the commodities of live animals, leather, textile articles 
like silk and cotton etc. Import from India is widely diversified among 
vegetable products, prepared foodstuffs, mineral and chemical 
products, plastics, pulp of woods, textile articles, base metals transport 
vehicles, etc. 
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In absolute figures, yearly export to India varied from Tk 49 million to 
Tk 1325 million. The Mean takes a value of Tk 681 million with a 
Standard Deviation of Tk 472 million. The t-ratio of 1.4 suggests the 
variable not statistically significant. The Coefficient of Variance is as 
high as 72 per cent that implies the fluctuating nature of export to India 
from Bangladesh. The average rate of growth of export to India 
however observed a very high rate of 69 percent. 
Import from India varied in percentile from 6.37 percent to 19.7 percent 
of the total import of Bangladesh. In absolute figures import from India 
varied from Tk 7129 million to Tk 59280 million. The Mean is Tk 31208 
million with a Standard Deviation of Tk 20300 million. The t-ratio 
suggests however the variable is not statistically significant at 5 percent 
level. The Coefficient of Variance of 65 percent shows a high degree of 
fluctuation in the variable. The average growth rate of import from 
India is as high as 65 percent per annum. The trade deficit with India in 
absolute figures varied from Tk 6933 nullion to Tk 58890 million. The 
Mean is Tk 30528 million and the standard deviation is Tk 20055 million 
with a poor t-ratio of 1.49. The trend of trade balance can be indicated 
by the comparison of growth rates of export to and of import from 
India. The growth rate of export to India is more than double the 
growth rate of import from India which indicates that the trade deficit 
has a trend towards being reduced. However, the Mean of trade deficit 
with India is as much as 37 percent of the trade deficit of Bangladesh if 
we take the annual percentile of the period under consideration. This 
indicates that the nature of import dependence of Bangladesh on India 
is of structural form. 
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Table 3-5: Statistical Description of Trade: Bangladesh with India and Iran 
(From 1990-91 to 2001-02) 































































Like most of the Middle East Countries Iran is an important trading 
partner of Bangladesh. During the period under consideration Iran 
shared 1.22 percent in the total export of Bangladesh and only 0.73 
percent in the total import of Bangladesh, which led to an overall trade 
surplus in favour of Bangladesh. As much as 95 percent of the export to 
Iran is composed of Textile commodities and articles like silk, fabrics 
and fibers, wadding, twine, corroage etc. The main items imported from 
Iran includes vegetable products, fruits, nuts, prepared foodstuffs, 
beverage and mineral products like salt, sulphur, lime, cement, mineral 
oils, chemical and allied products etc. 
In absolute figures yearly export to Iran varied from Tk 1123 million to 
Tk 2200 million. Compared to the Mean of Tk 1638 million the Standard 
Deviation is only Tk 366 million. The t-ratio is 4.5 suggesting to reject 
the null hypothesis that the Mean can be significantly different from 
zero with 95 percent corifidence level. Another estimator of the 
fluctuations, the Coefficient of Variance is only 22.3 percent, one of the 
lowest of the variables under consideration. The average growth rate of 
export is 11 percent. The figures of import from Iran varied from 0 to Tk 
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3174 million. The average is Tk 912 million with a Standard Deviation of 
Tk 954 million that led to a t-ratio of only 1 suggesting the variable is 
not statistically significant. The Coefficient of Variance is as high as 105 
percent. 
The trade balance of Bangladesh with Iran had been negative in recent 
years although in most of the years it had been favorable to Bangladesh. 
It varied from a deficit of Tk 1169 million to a surplus of Tk 1774 
million. The average however is positive and to an extent of Tk 726 
million. Tlie standard deviation is quite high to an extent of Tk 872 
million. The t-ratio is not statistically significant. The Coefficient of 
Variance of trade surplus is as high as 120 percent demonstrating the 
intensity of fluctuations during the period. But the average growth rate 
of trade surplus indicates a positive trend to an extent of as much as 513 
percent that indeed is too much to be representative. The Mean 
contribution of Iran to the overall trade deficit of Bangladesh is a 
surplus of around 1 percent. 
3.2.10. Italy 
Italy is a European country having an important trading relation with 
Bangladesh. During the period under consideration Italy shared 5.14 
percent of export and 1.23 percent of import of Bangladesh. This 
suggests that Italy is one of a few trading partners of Bangladesh where 
Bangladesh enjoys trade surplus. As much as 75 percent of the export to 
Italy is textile articles like readymade garments and fabrics. The rest of 
the export items include raw hides and skin, leather goods, footwear 
and products of animal origin. Import from Italy includes capital 
machineries, transport vehicles, aircraft, medical and surgical 
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equipments, glass and glassware, footwear, cosmetics, vegetable 
products, animal and vegetable fats and oils, etc. 
Table 3-6: Statistical Description of Trade: Bangladesh with Italy and Japan 
(From 1990-91 to 2001-02) 






























































In absolute figures, export to Italy varied from Tk 3286 million to Tk 
13911 million during the period under consideration. The average takes 
a value of Tk 8333 million with a Standard Deviation of Tk 3814 million. 
The t-ratio is 2.2 suggesting the variable statistically significant at 5 
percent level. The average growth rate is also satisfactory to an extent of 
17.7 percent. In percentile, the share of Italy in the export of Bangladesh 
varied from 4.2 percent to 5.9 percent during the period which 
demonstrates a fair extent of stability. The share of Italy in total import 
of Bangladesh, on the other hand, varied from 0.8 percent to 1.8 percent. 
In absolute figures yearly import from Italy varied from Tk 1401 million 
to Tk 4518 million. The average is Tk 2865 million and the Standard 
Deviation is Tk 1060 rrullion. The t-ratio is 2.7 suggesting the variable 
statistically significant. The average growth rate of import from Italy is 
15.4 percent which is about 2.3 percent less than that of export to Italy. 
The trade balance is highly favorable to Bangladesh. The figures of 
trade surplus varied from Tk 1405 million to Tk 10831 million. The 
Mean takes a value of Tk 5468 million with a standard deviation of Tk 
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3193 million. The t-ratio of 1.7 however is not statistically significant 
even at 10 percent level. In consideration to the overall trade deficit of 
Bangladesh, Italy contributes a surplus to an extent of 6.6 percent per 
annum on an average over the period under study. The growth rate in 
trade surplus demonstrates a positive sign and takes an annual average 
of as much as 30.1 percent which appears to be very encouraging. 
3.2.11. Japan 
Economic development of Bangladesh has an infrastructural 
dependence on Japan. Trading with Japan is characterized by the 
dominance of project aid based imports. During the period under 
consideration, Japan shared 7.6 percent of the import of Bangladesh on 
an average compared to 2.8 percent export. The main line of import is 
diversified through the products of chemical or allied industries, base 
metals, plastic and articles thereof, pulp of wood, textile articles, 
machineries, vehicles, vessels and transport equipments. About two-
third of export to Japan is comprised of live animals and animal 
products. Other commodities include vegetable products, raw hides 
and skin and leather goods. 
In figures, export varied from Tk 2056 million to Tk 9092 million during 
the period. The Mean is Tk 4266 million and the Standard Deviation is 
Tk 2123 million The t-ratio is 2.01 suggesting that the variable is 
significant at 10 percent level but not at 5 percent level. The average 
growth rate of export is as much 18 percent. In percentile the share of 
Japan in yearly export of Bangladesh varied from 1.6 percent to 5.85 
percent during the period. Compared to that, the import percentile of 
Japan in total import of Bangladesh varied from 6.2 percent to 10.5 
percentJEhsjibsoiute figures of import varied from Tk 9599 million to 
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Tk 31848 million. The Mean is Tk 18461 million and the Standard 
Deviation is Tk 8030 million. The t-ratio of 2.3 suggests that the 
estimator is statistically significant at 5 percent level. The Coefficient of 
Variance is 43 percent compared to 50 percent of that of export 
suggesting that the export base to Japan is more vulnerable than the 
import base. 
The trade balance with Japan had always been adverse to Bangladesh. 
In absolute figures it varied from Tk 26340 million to Tk 7443 million. 
The Mean is Tkl4194 million with a Standard Deviation of Tk 7291 
million. The t-ratio is 1.9, which is not significant at 5 percent level but 
significant at 10 percent level. During the period under consideration, 
Japan shares as much as 13.6 percent of the trade deficit of Bangladesh 
on an average. The growth rate of deficit is as much as 14 percent to 
indicate that the deficit has been deteriorating remarkably but in view 
of the fluctuating nature of the yearly deficit figures the growth rate 
should not be over emphasized. 
3.2.12. Malaysia 
Malaysia shares 6 percent to the trade deficit of Bangladesh. Because of 
its religious belongingness to Islam Malaysia holds huge export 
potentials for Bangladesh. Export to Malaysia consists of live animals 
and animal products, prepared foodstuffs, beverage, textile articles, etc. 
Import from Malaysia include textile and textile articles, animal and 
vegetable fat, prepared foodstuffs, beverage, plastic and articles thereof, 
products of chemicals and allied industries, woods and wood articles, 
etc. 
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Table 3-7: Statistical Description of Tirade: Bangladesh with Malaysia and 
Netheriands (From 1990-91 to 2001-02) 






























































In absolute figures yearly export to Malaysia varied from Tk 59 million 
to Tk 821 million during the period under study. The Mean is Tk 315 
million with a Standard Deviation of Tk 204 million. The t-ratio is 1.54 
which is not statistically significant The growth rate of export to 
Malaysia however is as high as 60.5 percent. In percentile, export to 
Malaysia varied with in a range of 0.06 percent and 0.36 percent with an 
average of 0.21 percent only of the total export of Bangladesh. With 
such participation a country should have been included in the sample of 
important trading partners of Bangladesh, but the reason behind being 
included in the sample is its share in total import of Bangladesh. Import 
from Malaysia during the period varied from 0.8 percent to 3.1 percent 
with an average of 2.1 percent. In absolute figures import from Malaysia 
varied from Tk 1761million to Tk 10951 million. The Mean takes a value 
of Tk 5586 million and the Standard Deviation takes Tk 3412 million. 
The t-ratio is 1.6, not significant at 5 percent level. The growth rate is as 
high as 32 percent. 
The trade balance with Malaysia had been always adverse to 
Bangladesh during the period and varied from Tk 10482 million to Tk 
1478 million. The average deficit is Tk 5271 million with a Standard 
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Deviation of Tk 3307 million. The t-ratio of 1.6 is statistically significant 
only at 10 percent level, not at 5 percent level. The Coefficient of 
Variance of deficit is also high like 63 percent suggesting the deficit of 
very fluctuating nature. The deficit with Malaysia grew during the 
period at a rate of 35 percent per annum. Trade performances with 
Malaysia contributed to 6.3 percent of the total trade deficit of 
Bangladesh on an average during the period, which is not ignorable in 
consideration to the Malaysian share of only 0.2 percent in total export, 
and 2.0 percent in total import of Bangladesh. 
3.2.13. Netherlands 
Trading relation of Bangladesh with Netherlands is particularly 
characterized by the trade surplus of 6 percent of the overall trade 
deficit of Bangladesh on an average during the period under 
consideration. Export to Netherlands is mainly comprised of textiles 
and textile articles (which accounts as much 80 percent), skin and hides 
and footwear. Import from Netherlands include the commodities of live 
animals and animal products, animal and vegetable fat, food and 
beverage, chemical and mineral products, pulp of wood and paper, 
textile articles, base metals, machinery and equipment, trai^port 
vehicles and vessels, etc. 
In absolute figures export to Netherlands varied from Tk 1985 million to 
Tk 16281 million during the period under study. The Mean is Tk 7499 
million and Standard Deviation is Tk 5039 million. The t-ratio of 1.5 
however is not statistically significant. The reason behind not being 
significant is due to its wide fluctuations during the period as implied 
by the Coefficient of Variance of as high as 67 percent. The growth rate 
of export to Netherlands is 24 percent per annum. In percentile. 
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Netherlands shared between 2.9 percent and 5.5 percent of the annual 
export of Bangladesh. The Mean percentile is 4.1 percent. Compared to 
that, the import from Netherlands varied between 0.5 percent and 2.0 
percent of the total import of Bangladesh with an average of 1.2 percent. 
In figures, import from Netherlands varied from Tk 1153 million to Tk 
2775 million. The Mean is Tk 2566 million with a Standard Deviation of 
Tk 679 million. The t-ratio is 3.78 suggesting the variable is statistically 
significant at 5 percent level. The Coefficient of Variance of 27 percent 
indicates that the variable is indeed stable. The average growth rate is 
only 11 percent. This being compared with the growth rate of export of 
24 percent, the trend of trade balance seems quite satisfactory. 
The trade balance had been adverse to Bangladesh during initial years 
of the period under study but since 1992-93 it had always been 
favorable to Bangladesh. The trade balance varied from a deficit of Tk 
370 million to a surplus of Tkl0895 million. The Mean is Tk 4932 million 
with a Standard Deviation of Tk 4589 million. The t-ratio of 1.1 is not 
statistically significant because of the wide fluctuations in trade balance 
as is demonstrated by high Coefficient of Variance of 93 percent. The 
growth rate of 31 percent is not however dependable due to the varied 
nature of positive and negative trade balance. 
3.2.14. Pakistan 
Pakistan is one of the neighboring countries of Bangladesh and so 
enjoys the advantages over many countries in low trarfsportation cost. 
During the period the share of Pakistan in the export of Bangladesh was 
only 1.04 percent as opposed to 2.12 percent in the import of 
Bangladesh. The main commodities of export to Pakistan are textile and 
textile articles, vegetable products, tea, mechanical appliances, raw skin 
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and hides, leather goods, etc. Goods imported from Pakistan covers 
textile and textile articles, prepared foodstuffs, beverage, mineral 
products, live animal and animal products, vegetable products, 
products of chemical and allied industries, plastics and articles thereof, 
wood articles and pulp, glass and glassware, etc. 
Table 3-8: Statistical Description of Trade: Bangladesh with Pakistan and 
Saudi Arabia (From 1990-91 to 2001-02) 





























































Source: Appendix 3.1 
In absolute figures export to Pakistan varied from Tk 967 million to Tk 
2306 million. The Mean is Tk 1512 million with a Standard Deviation of 
Tk 443 million. The t-ratio is 3.4 which is high enough to suggest that 
the variable is statistically significant at 5 percent level. The Coefficient 
of Variance is only 29 percent, one of the lowest among the export 
variables of all the trading partners of Bangladesh. The growth rate of 
export is 8.1 percent. In absolute figures, import from Pakistan varied 
from Tk 2555 million to Tk 5666 million. The Mean takes the value of Tk 
4528 million with a Standard Deviation of Tk 1711. The t-ratio of 2.65 
suggests that the variable is statistically significant. 
The trade balance goes in favor of Pakistan in all the years under the 
study. It varied from Tk 3910 million to Tk 1312 million. The trade 
deficit with Pakistan takes a Mean of Tk 3016 million with a Standard 
Deviation of Tk 1630 million. The Mean however is not statistically 
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significant at 5 percent level. The trade deficit with Pakistan shares on 
an average 3.6 percent of the annual trade deficit of Bangladesh during 
the period. The trend of the trade deficit is quite alarming. It grows at 37 
percent as opposed to the growth rate o( export with Pakistan of 8 
percent and that of import from Pakistan of 23 percent. 
3.2.15 Saudi Arabia 
Among the Middle East covmtries Saudi Arabia is one of the most 
important trading partners of Bangladesh. Export to Saudi Arabia is as 
negligible as less than 1 percent of the export of Bangladesh. The reason 
behind the inclusion of the country in the present sample is the 
dominance of import from Saudi Arabia. Import from Saudi Arabia is 
mainly comprised of salt, sulphur, earth and stone, mineral oil, product 
of chemical and allied industries, organic chemicals, pulp of woods, 
paper and paper board, base metals, mechanical appliances etc. 
During the period under consideration, export to Saudi Arabia varied 
from Tk 114 million to Tk 1229 million. The Mean is Tk 359 million and 
the Standard Deviation is Tk 351 million with a low t-ratio of 1.02 
suggesting the variable is not statistically significant. The growth rate of 
export to Saudi Arabia however is quite high to an extent of 109 
percent. The Coefficient of Variance is 97 percent that indicates the 
fluctuating nature of the variable. In percentile of total export, export to 
Saudi Arabia held an average of 0.26 percent of the total export of 
Bangladesh. Import from Saudi Arabia on the other hand is not that 
meager. It varied from 0.66 percent to 2.9 percent of the total import of 
Bangladesh during the period with an average of 1.9 percent. In 
absolute figures, it varied from Tk 1451 million to Tk 35241 million. The 
Mean is Tk 4940 million and the Standard Deviation is Tk 3365 million. 
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The t-ratio of 1.5 suggests that variable however is not statistically 
significant. The average growth rate of import is 30 percent per annum 
which appears quite high but not higher than that of export to the 
country. 
The trade balance is adverse to Bangladesh to an extent of Tk 4580 
million on an average. The Standard Deviation is Tk 3338 million and 
the t-ratio is 1.4 suggesting the variable is not statistically significant at 5 
percent level. The deficit figures varied from Tk 10686 million to Tk 
1312 million. The growth rate of trade deficit is as much as 33 percent 
that indicates a deteriorating trend of trade balance of Bangladesh with 
Saudi Arabia. In total trade deficit of Bangladesh, Saudi Arabia shares 
5.5 percent on an average during the period of the study. 
3.2.16. Singapore 
The port of Singapore shares as much as 19 percent of the trade deficit 
of Bangladesh during the period imder study. The line of export to 
Singapore includes minerals products, prepared foodstuffs, skin and 
hides, textile articles, electronic goods etc. The main commodities 
imported from Singapore cover mineral products like sulphur, mineral 
fuel and oils, bituminous substances, animals and vegetable fats and 
oils, products of chemical or allied industries, plastics and articles 
thereof, wood and wood articles, textiles articles, transport vehicles, 
surgical equipments, etc. 
During the period of study export to Singapore varied from Tk 938 
million to Tk 3148 million. The Mean is Tk 2383 million with a Standard 
Deviation of Tk 607 million. The t-ratio is 3.9 indicating that the 
estimate is statistically significant at 5 percent level. The average growth 
rate of export to Singapore is 14.4 percent per annum. The share of 
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Singapore to the total export of Bangladesh varied betv* e^en 0.6 percent 
and 4.03 percent, the average being 1.86 percent. Compared to that, the 
share of Singapore to the total import of Bangladesh varied between 6.5 
percent and 8.3 percent. The average quantum is 7.4 percent. In absolute 
figures, import from Singapore varied from Tk 7321 million to Tk 35241 
million. The Mean is Tk 18506 million and Standard Deviation is Tk 
8976 million. The t-ratio of 2.06 is significant at 10 percent level but not 
at 5 percent level. The grov^th of import takes an average of 19.4 percent 
which is 5 percent higher than the growth rate of export indicating a 
trend of increasing trade deficit for Bangladesh. 
Table 3-9: Statistical Description of Trade: Bangladesh with Singapore and 
Sweden (From 1990-91 to 2001-02) 






























































The trade deficit with Singapore during the period varied between Tk 
32355 million and Tk 5054 million. The Mean takes a value of Tk 16122 
million with a Standard Deviation of Tk 8817 million. The t-ratio is not 
statistically significant. The growth rate of the trade deficit with 
Singapore is as much as 23.4 percent per annum which is much higher 
than the growth rates of export to and import from Singapore. During 
the period under study, the trade deficit with Singapore varied between 
10 percent and 33 percent of the total trade deficit of Bangladesh that 
merits attention. 
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3.2.17. Sweden 
The role of Sweden in the trade of Bangladesh is around 1 percent but 
favorable to Bangladesh. Commodities exported to Sweden are 
confined to textile and textile articles to an extent of more than 95 
percent of the export to Sweden. Imports from Sweden mostly belong to 
capital goods like machineries and equipments, transport vehicles and 
vessels, products of chemicals and allied industries along with some 
coi\sumer goods like prepared foodstuffs, tobacco, cocoa, etc. 
Export to Sweden varied between Tk 135 million to Tk 4783 million 
with a Mean of Tk 1884 million and Standard Deviation of Tk 1344 
million. The t-ratio is as low as 1.4 suggesting the variable is not 
statistically significant. The Coefficient of Variance is 71.3 percent 
indicating the fluctuations of the variable during the period under 
study. The average growth rate is as impressive as 29 percent. In 
percentile of total export of Bangladesh, Sweden shared between 0.6 
percent and 1,6 percent with an average of 1.03 percent. Compared to 
that import from Sweden varied between 0.11 percent and 1.16 percent 
with an average being 0.46 percent. In absolute figure, the Mean of 
import from Sweden is Tk 1282 million with a Standard Deviation of Tk 
996 million. The t-ratio of 1.29 is not statistically significant. The growth 
rate of import however is very alarming to an extent of 87 percent. The 
rate however is not very representative due to fluctuations in the 
variable as is demonstrated by a high Coefficient of Variance of 78 
percent. The trade balance with Sweden had been both favorable and 
adverse to Bangladesh during the period. The balance varied between 
deficits of Tk 1219 million to a surplus of Tk 2749 million. The Mean 
however is a surplus to Bangladesh to an extent of Tk 602 million. The 
Standard Deviation is as high as Tk 1082 million with a t-ratio of 0.6 
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suggesting the variable not significant. In the overall trade deficit of 
Bangladesh, Sweden contributed by a Mean surplus of 0.72 percent. 
3.2.18. Thailand 
Thailand plays a marginal role to the trade performances of Bangladesh 
like Sweden but it contributes to the trade deficit of Bangladesh by 
trade deficit of as much as 5 percent. Export to Thailand is comprised 
live animals and animal products, products of chemical and allied 
industries, raw hides and skin, leather goods, textile articles etc. 
Export to Thailand varied during the period under study from Tk 46 
million to Tk 2667 million. The Mean takes a value of Tk 940 million 
and a Standard Deviation of Tk 815 million. The t-ratio is 1.15 
suggesting the variable is not statistically significant. The Coefficient of 
Variance is as high as 71 percent demonstrating the fluctuations in the 
variable and as such the average growth rate of very impressive 111 
percent should not be over emphasized. In percentile of total export of 
Bangladesh, Thailand shared an average of 0.5 percent with only 1 year 
above 1 percent. Compared to this, import from Thailand during the 
period takes an average of 1.84 percent that observed a variation 
between 0.98 percent and 3.65 percent. In absolute figures, import from 
Thailand varied from Tk 1253 million to Tk 15054 million. The Mean is 
Tk 5247 million with a Standard Deviation of Tk 4345 million. The t-
ratio of 1.21 is not significant at 5 percent level. The Coefficient of 
Variance of 82 percent signifies high fluctuations although the variable 
follows a growth rate of as steep as 31.4 percent per armum. The trade 
balance with Thailand and Bangladesh had always been adverse to 
Bangladesh during the period under study. It varied from Tk 874 
million to Tk 13473 million. The Mean is Tk 4307 million with a 
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Standard Deviation of Tk 3782 million. The t-ratio of 1.1 suggests the 
variable not significantly different from zero. The growth rate of trade 
deficit with Thailand is as alarming as 36 percent per annum. In 
percentile to the total deficit of Bangladesh, Thailand contributed 
during the period from 1.54 percent to 10.33 percent. The Mean 
however is 5.16 percent but the trend of deficit is indeed alarming. 
Table 3-10: Statistical Description of Trade: Bangladesh with Thailand and UK 
(From 1990-91 to 2001-02) 





























































Source: AppendixS. 1 
3.2.19. United Kingdom: 
Trade relations of Bangladesh with United Kingdom are very important 
as is characffirized by a surplus of 9 percent of the trade deficit of 
Bangladesh. Export to UK is basically comprised of textile articles to an 
extent of as much as 80 percent on an average. Other commodities 
include live animals and animal products, skin and hide, vegetable 
products etc. Import from UK covers products of chemical or allied 
industries including fertilizer, textiles and textile articles under the 
arrangement of back-to-back LC, machineries emd mechanical 
appliances, transport vehicles and vessels, wood and pulp of wood, 
plastic articles, prepared foodstuffs, etc. About half of the import from 
UK is made on credit under project loan. 
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During the period under consideration, export to UK varied from Tk 
4343 million to Tk 26989 million. The Mean is Tk 13412 million and the 
Standard Deviation is Tk 7288 million. The t-ratio is 1.84 which 
indicates that the variable is not statistically significant at 5 percent level 
but is significant at 10 percent level. The average growth rate of export 
to UK is also satisfactory which is of an extent of 20.3 percent. In 
percentile, UK shares total export of Bangladesh by 7.99 percent on an 
average during the period. It varied from 7.11 percent to 8.97 percent 
that demonstrates fair extent of stability. Import from UK on the other 
hand varied from 1.85 percent to 2.18 percent during the period and 
takes a Mean of 2.6 percent of the total import of Bangladesh. In 
absolute figures, import from UK varied from Tk 3273 million to Tk 
11624 million. The Mean is Tk 6182 million and the Standard Deviation 
is Tk 2812 million. The t-ratio of 2.2 suggests statistical significance at 10 
percent level but not at 5 percent level. The average growth rate of 
import from UK is 14 percent which is 5 percent less than the growth 
rate of export to UK suggesting an encouraging trend in trade balance. 
The trade balance of Bangladesh with UK had always been favorable to 
Bangladesh during the period under study although it had wide 
fluctuations from a meager Tk 78 million to as much as Tk 18919 million 
The Mean surplus over the period is Tk 7230 million a year with a 
Standard Deviation of Tk 5703 million. The t-ratio is not statistically 
significant as can be spelled out from the intensity of yearly fluctuations 
and duly reflected by a high Coefficient of Variance of 79 percent. The 
growth rate of trade surplus with UK during the period of 290 percent 
is not dependable due to its nature of wide fluctuations. What is much 
more significant is the contribution of the Mean trade surplus with UK 
of 8.7 percent of the trade deficit of Bangladesh that follows an average 
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growth rate of export significantly higher than the growth rate of 
import. 
3.2.20. United States of America 
The USA is one of the most important trading partners of Bangladesh in 
view of the fact that USA shares 35 percent of total export of 
Bangladesh, whereas, only 5 percent of total import of Bangladesh 
comes from USA based on the figures of the period under study. Export 
to USA is comprised of textile articles by around 80 percent. Other 
commodities exported to USA are live animals and arumal products, 
prepared foodstuffs, skin and hides, leather articles, footwear, wood 
articles, vegetable products, etc. An important feature of import from 
USA is the dominance of import under project loan which amounts 
more than half of the total import from USA. 
During the period under study, export to USA varied from Tk 17408 
million to Tk 119395 million. The Mean is Tk 60954 million with a 
Standard Deviation of Tk 34680 million. The t-ratio of 1.76 indicates that 
estimate however is not statistically significant at 5 percent level. The 
Coefficient of Variance is 57 percent which is not too low among the 
variables which are not significant. The average growth rate is however 
quite amazing that takes 22 percent per annum. In percentile USA 
shared 28 percent of total export of Bangladesh at the minimum during 
the period and 40 percent at the maximum. The Mean rate is 35.44 
percent. On the other hand, import from USA takes a Mean of 5 percent 
of the total import of Bangladesh during the same period and varied 
from 3.55 percent to 6.94 percent. In absolute figures import from USA 
was Tk 5582 million at minimum and Tk 17187 million at maximum. 
The Mean import from USA is Tk 11670 and the Standard Deviation is 
68 
CHAPTER THREE: COUNTRY-SPECIFIC FOREIGN TRADE AND DEVALUATION 
Tk3979 million. The t-ratio is 2.93 suggesting that the variable is 
significantly different from zero at 5 percent level. The average rate of 
growth of import from USA is 12 percent which is also impressive being 
only half the rate of the growth of export to USA. This demonstrates an 
encouraging trend of the trade relation of Bangladesh with USA. 
Table 3-11: Statistical Description of Trade: Bangladesh with USA and USSR 
(From 1990-91 to 2001-02) 





























































Source: Appendix 3.1 
The trade balance of Bangladesh with USA had always been favorable 
to Bangladesh during the period imder consideration. The trade surplus 
was Tk 9640 million at its minimum and Tk 103892 million at its 
maximum. The Mean surplus during the period is Tk 49284 million and 
the Standard Deviation is Tk 31137million. The t-ratio however is not 
statistically significant at 5 percent level as can be spelled out from the 
fact of wide fluctuations duly reflected by a Coefficient of Variance of as 
high as 63 percent. The growth rate of trade surplus with USA of 29 
percent is indeed impressive. The average trade surplus with USA 
during the period provides as much as 59 percent of the trade deficit 
Bangladesh faced during the same period. Taking all these under 
consideration, it can be safely stated that USA holds most important 
trade relation with Bangladesh among all the trading partners and that 
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somehow rationalizes the use of US dollar as the pegged exchange rate 
of Bangladesh currency. 
3.2.21. USSR (Federation of Russia) 
Federation of Russia is a trading partner of Bangladesh having the 
quality of export or import participation of more than 1 percent in more 
than one year. Export to Russia is 0.7 percent on an average of the total 
export of Bangladesh during the period imder consideration. However 
the participation of Russia in import holds a Mean of 1.37 percent that 
rationalizes the inclusion of the country in the list of important trading 
partners of Bangladesh. Export to Russia includes textile articles, 
vegetable products, tobacco and tobacco substitutes, skin and hides, 
footwear, etc. Import from Russia covers the products of chemical and 
allied industries, textile articles, pulp of wood, machinery and 
mechanical appliances, transport vehicles and vessels, etc. 
In absolute figures, export to Russia varied from Tk 311 million to Tk 
1177 million. The Mean is Tk 883 million and the Standard Deviation is 
Tk 260 million. Thet-ratio is 3.39 suggesting the variable statistically 
significant at 5 percent level. The average growth rate of export to 
Russia is as promising as 9 percent. In percentile of total export of 
Bangladesh during the period under consideration, share of Russia was 
0.24 percent at minimum and 1.69 percent at maximum. On the other 
hand, share of Russia is total import of Bangladesh varied between 0.77 
percent and 2.18 percent. In absolute figures, import to Russia varied 
from Tk 1135 million to Tk 7323 million. The Mean is Tk 3541 million 
with a Standard Deviation of Tk 2316 million. The t-ratio is not 
significant. The growth rate of import figures is 18 percent which is 10 
percent higher than that of export to Russia. 
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Table 3-12: Statistical Description of Trade: Bangladesh with rest of 
The Countries (From 1990-91 to 2001-02) 


































Source: Appendix 3.1 
The trade balance with Russia had been always adverse to Bangladesh 
except 1 year. It varied from a surplus of Tk 13 million to a deficit of Tk 
6483 million. The Mean is a deficit of an amount of Tk 2673 million with 
a Standard Deviation of Tk 2376 million. The t-ratio is not significant. 
Because of its fluctuating nature, the growth rate of trade balance of 558 
percent is not representative at all. In consideration to the yearly trade 
deficits of Bangladesh during the period under consideration, Russia 
shares 3.2 percent of the trade deficit on an average. This can be related 
with a higher growth rate of import than of export to demonstrate an 
adverse trend that is going to be further deteriorated in future as well. 
3.2.22. Other Countries 
The "other countries" means the rest of the trading partners of 
Bangladesh that failed to belong to the sample of "important trading 
partners of Bangladesh". Without mentioning the names of those 
countries their aggregate contribution seems relevant to the present 
discussion. In export percentile during the period under consideration, 
the other countries shared between 8.21 percent and 19.16 percent to 
take a Mean of 12.19 percent. In import percentile, those countries 
shared 25 percent at minimum and 34.6 percent at maximum with an 
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average of 30.35 percent. In absolute figures of export other countries 
holds a Mean of Tk 18419 million with a Standard Deviation of Tk 5925 
million. The t-ratio is 3.11 indicating that the estimate is statistically 
significant with 95 percent confidence level. The average growth rate of 
export is apparently encouraging to an extent of 13.5 percent. However, 
in consideration with the average growth rate of import of other 
countries during the period, the growth rate of export lags far behind. 
The growth rate of import of other countries is as much as 18 percent. 
This indicates that other countries had been playing a role to increase 
the trade deficit of Bangladesh and that deserves attention. In absolute 
figures, import from other countries takes a Mean of Tk 73253 million 
with a Standard Deviation of Tk 31849 million. The t-ratio is 2.3 
suggesting the estimate is statistically significant at 5 percent level. A 
similar line of discussion with the role of other countries in 
consideration with trade balance is not sensible as the trade balance of 
the sample of important trading partners of Bangladesh must have 
compensating effects on trade deficits making the role of other coimtries 
irrationally exaggerated. This is the argument for what the role of other 
countries in contributing to trade deficits has been left out. 
3.2.23. Most Important Trading Partners of Bangladesh 
The above discussion takes in consideration aU the trading partners of 
Bangladesh having a share of above 1 percent of total import, export or 
trade balance of Bangladesh for more than one year during the period. 
But not all the countries are equally important for the trade 
performances of Bangladesh and keeping this in mind we have made an 
effort to identify only the countries having more than 10 percent share 
either in export of Bangladesh, or in import of Bangladesh or in 
consideration to the contribution to the trade deficit of Bangladesh on 
72 
CHAPTER THREE: COUNTRY-SPECIFIC FOREIGN TRADE AND DEVALUATION 
an average during the period under consideration. The sample would 










Most Important Trading Partners and the Respective Shares in 































There are only 7 countries that belong to such sample. The countries are 
USA, India, China, Singapore, Japan, Hong Kong and Germany. Table 
3-13 shows the Mean percentile of share in export, share in import and 
share in trade deficit of each of these most important trading partners of 
Bangladesh. The table provides some insights to the features of trade 
performances of Bangladesh. Trade balance with USA is favorable to 
Bangladesh so it provides a trade surplus. The overall balance of trade 
of Bangladesh has always been in the form of deficit. So the 
contribution of the trading relation with USA is that it finances to an 
extent of 59 percent of the Mean trade deficit of Bangladesh. The 
average share of USA to the export of Bangladesh takes a Mean of 35 
percent of yearly export of Bangladesh during the 11 years' period. 
Import from USA is only 5 percent on an average during the period of 
the yearly import of Bangladesh, the reason behind this apparent 
anomaly is that the export figures of Bangladesh are remarkably smaller 
than the import figures of Bangladesh. Secondly some of the export 
contains import as well, like RMG in particular. 
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Next to USA, the most important trading partner of Bangladesh is India 
which shares as much as 37 percent of the trade deficit of the country on 
an average during the period. Table 3-13 shows that India shares only 
0.4 percent of the export and 12 percent of the import yet shares 37 
percent of the trade deficit of Bangladesh. Singapore shares only 1.9 
percent of the annual export of Bangladesh and 7.4 percent of the 
import of Bangladesh yet shares the trade deficit of the country by a 
percentile of 19. Japan shares 2.8 percent of the average export, 7.6 
percent of the average import and 17 percent of the trade deficit. China 
shares 1 percent of the export, 8 percent of the import and yet 
contributes 24 percent of the trade deficit of the country. Hong Kong 
shares only 2 percent of the export, 7 percent of the import and shares 
15 percent of the trade deficit of the country. Finally, Germany shares 9 
percent of the export, 2.7 percent of the import yet the trade surplus 
with Germany is as much as 11 percent of the trade deficit of 
Bangladesh. 
3.3 Country-Specific Foreign Trade and Devaluation 
(A Regression Approach) 
The discussion in the last section describes the statistics of import, 
export and trade balance of a number of countries that has trading 
relations with Bangladesh. In the last subsection an effort has been 
made to identify the countries which are the most important trading 
partners of Bangladesh. The analysis so far, however, makes no attempt 
to relate devaluation with the variables of foreign trade of Bangladesh. 
In the present section an attempt would be made to identify the 
variables that influence the movement of trade with those countries. For 
example, it may be the devaluation that influence the increased export 
to a certain country or may be some thing else ir\fluences the increased 
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export. A number of relevant variables would be taken in consideration 
to explain the trade performances of those countries important for 
foreign trade of Bangladesh. The most suitable statistical technique to 
judge the role of certain variable on the time series movement of certain 
variable is the regression technique commonly used for macroeconomic 
analysis. It is important to identify the dependent variable at first and 
then mention the independent variables concerned with the movement 
of the dependent variable. 
In view of the seven countries in consideration, there are 14 dependent 
variables, viz., the export and import of each of the 7 countries. The 
independent variables are (1) official rate of exchange of US dollar, (2) 
conversion rate of SDR to local currency of respective country, (3) 
conversion rate of US dollar to local currency of the respective country, 
(4) national income (GDP) of the respective coimtry, (5) total export of 
the respective country in case of the import of Bangladesh from that 
country being the dependent variable, and (6) total import of the 
respective country in case of export of Bangladesh being the dependent 
variable. The discussion would be divided into 2 subsection to be 
concerned with export and import of Bangladesh. 
The discussion would be further subdivided into different countries in 
consideration. The countries are USA, India, Japan, Singapore, China, 
Hong Kong and Germany. It is expected that export and import of 
Bangladesh to and from each of these courtiers should have some 
bearing with the set independent variables. For example, when foreign 
exchange rate is more favorable, it is expected that export should be 
more remunerative and that should influence the export figures. 
Similarly, export to each of the countries might be a factor of the total 
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import of the trading partner. Or it may be the increase in the national 
income of the trading partners that influences the export of Bangladesh 
to the respective country. The other independent variable is related 
with strength of the currency of the respective nation against the IMF 
created accounting currency called SDR. Conversion rate with dollar is 
also taken into account for the countries except USA. For USA the 
variable has been replaced by the conversion rate with Euro. 
The regression analysis would cover both univariate and multiple 
regression. Simple regression assumes that the dependent variable is 
the fimction of only one independent variable among all the 
independent variables under consideration. The multiple regression 
assumes that the functional relation may depend on more than one 
independent variable. The multiple regression can be of varied nature. 
It may be that the dependent variable is a function of any particular two 
variables, or it may be a function of three independent variables or even 
more. The present analysis would be concerned with exploring the best 
possible regression to fit among all these functional forms. For 
convenience of discussion each country would be taken separately. 
3.3.1. USA 
The importance of USA in the foreign trade of Bangladesh had already 
been spelt out in the fact that USA finances 59 percent of the trade 
deficit of Bangladesh by means of the trade surplus between 
Bangladesh and USA. USA is the only trading partner of Bangladesh 
having a consistent and huge trade surplus in favor of Bangladesh. In 
the following discussion foreign trade with USA would be addressed 
by means of regression approach. The present section is divided into 2 
subsections, where the first subsection deals with export of Bangladesh 
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to USA and the second subsection deals with import of Bangladesh 
from USA. 
3.3.1.1 Export of Bangladesh to USA 
The parameters of regression are presented in Table 3-14. The regression 
estimates of export to USA being regressed against rate of SDR in terms 
US dollar under the OLS method takes the form of equation 1 in the 
table. The r-square is 43 percent. This indicates oiUy 43 percent of the 
variations in export to USA could be explained by the SDR rate in 
Dollar. The constant takes an amount of Tk 52887 m. with a t-ratio of 
2.98. The slope coefficient takes a negative sign to demonstrate that the 
value of SDR in dollar is inversely related with export to USA. This is 
sensible as because when dollar rate goes down against SDR that 
implies dollar is getting stronger. If dollar is stronger then that would 
be more remunerative to export to USA and thereby acquiring US 
dollar. Thus the negative sign of the slope coefficient is consistent to 
theory. The coefficient takes an amount of Tk337470 m. to mean that 1 
unit change in dollar per SDR makes such a huge change in Bangladesh 
export to USA. This is also not out of line as the change in dollar rate in 
absolute figures varied from 1.25 to 1.48 over a period of 11 years under 
consideration. The t-ratio of -2.6 indicates that the coefficient is 
statistically significantly different from zero with 95 confidence limit. 
The second attempt to regression takes the market rate of Euro in terms 
of US dollar. The r-square is much better than the first attempt. The 
coefficient of determinants is now 70 percent to suggest that 70 percent 
of the variations in the export of Bangladesh to USA can be explained 
by the independent variable. It seems that the exporters of Bangladesh 
considered the strength of US dollar was more representative against 
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Euro than the SDR. This can be rationalized in view of the world wide 
popularity of Euro compared to SDR. Besides, since the year of 2000 
Euro is no more a hypothetical currency like SDR; it has derived a 
physical existence. However, the regression equation takes the form of 
equation 2 in the Table 3-14. The constant has increased further and 
takes an amount Tk 281883 m. and the corresponding t-ratio is 5.8 to 
suggest that the estimate is statistically significant at 5% level. What is 
more important in this type of regression is the slope coefficient. The 
sign of slope coefficient is negative, as expected theoretically, to mean 
that the lower the value of Euro in terms of US dollar, the stronger the 
dollar is. And as dollar gets stronger, export to USA is more 
remunerative. The coefficient is -193546 and the t-ratio is -4.6 to 
indicate that the coefficient is statistically significant. The high value of 
coefficient is explainable as well. The Euro rate in US dollar varied from 
1.11 to 1.34 during the period under study and as such a 1 unit change 
is beyond a margin. It can be better stated as 1 percentile change in Euro 
rate makes a change of export to USA by Tkl935 m. which is quite 
sensible. 
Equation 3 shows the regression form of export to USA regressed 
against the conversion rate of 1 US dollar in Bangladesh currency, or to 
put it in simple, the official rate of foreign exchange of Bangladesh. In 
fact, this is the variable that implies the devaluation of Bangladesh. The 
R-square has increased to 96 percent to mean that the regression is a 
better fit. As much as 96 percent of the variations in export to USA can 
be explained by the conversion rate of US dollar in Taka. The slope 
coefficient equation takes the positive sign as was theoretically 
expected. The more the conversion rate of US dollar in Taka is, the more 
export to USA is remunerative. This is the argument often used by the 
78 
CHAPTER THREE: COUNTRY-SPECIFIC FOREIGN TRADE AND DEVALUATION 
IMF officials as well as the policy makers of Bangladesh supporting 
devaluation. The slope coefficient is 6012 with a t-ratio of 14.7. The 
coefficient is thus statistically significant at 5% level. It demonstrates 
that a change of 1 Taka in foreign exchange rate leads to an increase in 
export to an amount of Tk 6012 m. The constant takes a negative value 
yet statistically significant. 
Equation 4 represents the regression of export to USA against the 
national income of USA. Export is a macroeconomic variable quite 
coherent to national income. Of course, export of Bangladesh to USA is 
a negligible part of the GDP of USA but the movements of both the 
variable are expected to have some degree of coherence in terms of 
macroeconomic activities. If there were an economic depression in USA 
that would affect both the variables in the same manner and if there 
were an economic boom that would promote both the variables in the 
same direction. This is the argument behind taking the GDP of USA as 
a candidate for the independent variable of export of Bangladesh to 
USA. The coefficient of determinants is as high as 96 percent. This 
indicates that the variations in exports of Bangladesh to USA are almost 
completely accountable to the movement of the national income of 
USA. This seems contradictory to the explanation of equation 3 above. 
There it had been stated that export promotion to USA was almost 
completely due to a better conversion rate of foreign exchange. The two 
statements can not be simultaneously true. In fact these are statistical 
observations and so both may be partially true. A multiple regression 
analysis would talk about it further that would be discussed very soon. 
Let us concentrate on the statistical findings of the regression equation 
4. The slope coefficient takes a positive sign as was expected. The 
coefficient is 23.1 to indicate that change in 1 billion US dollar of GDP 
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makes a change of Tk 23 million exports to USA. The coefficient takes a 
t-ratio of 15.2 which is statistically significant at 5% level. The intercept 
although statistically significant indicates that if the GDP of USA were 
zero there would have been negative export to USA, which is not 
sensible. 
Equation 5 represents the regression form of export to USA against the 
import of USA. Export of Bangladesh must be a small part of the total 
import of USA but the two variables must have a similarity in 
movement. If total import of USA increases then the export of 
Bangladesh must also increase even if the share of Bangladesh to the 
total import of USA remains the same. The coefficient of determination 
is as high as 91 percent to suggest that 91 percent of the variations in the 
export of Bangladesh to USA is explained by the movement in the total 
import of USA. The slope coefficient takes a positive sign to mean 
increase in US import leads to an increase in the export of Bangladesh to 
USA. This is what was theoretically expected as well. The coefficient of 
slope is 135 to indicate that change in US import by 1 billion dollar leads 
a change of Bangladesh export to USA by an extent of Tkl35 m. The t-
ratio is 9.7 to indicate that the slope coefficient is statistically significant 
at 5% level. The intercept term is also statistically significant and takes a 
negative sign. 
The following discussion is the analysis of step-wise regression of 
export of Bangladesh to USA taking all the independent variables 
discussed above. Regression results are presented in the Table 3-14. 
Equations 6 to equation 9 are the results of these multiple regression. In 
the univariate regression above it has been noticed that the independent 
variable that explains most of the variations in the export of Bangladesh 
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to USA is the GDP of USA based on the goodness to fit. The variable 
that ranks second is the conversion rate of US dollar to Taka. Equation 6 
shows the regression estimates taking these two variables as the only 
independent variables for the export of Bangladesh to USA. The 
coefficient of determinants has increased from 91 percent of the 
univariate regression to 97% of the multiple regression. What is rather 
interesting is that coefficient of the independent variables have become 
statistically insignificant. Coefficient of GDP takes an amount of 12.19 
and that of exchange rate of Bangladesh takes an amount of 2922. But 
the t-ratio in both the cases is not significant at 5% level. It should be 
mentioned that in case of univariate regression both the coefficients 
were statistically significant. This is the typical problem of 
multicollinearity (See Levin and Rubin 2003, p.771). The independent 
variables may be mutually interdependent. In the next case of equation 
7, the stepwise regression adds the third important independent 
variable based on r-square. The variable is the import figures of USA. 
The coefficient of determinants has increased from 97 percent of 
equation 6 to 98.2 percent in equation 7. The apparent improvement 
however is not backed by statistical sigruficance. Out of the three 
coefficients of the independent variables only the one of GDP is 
statistically significant at 5% level, the rest two are not statistically 
significant. The coefficient of GDP variable takes a value of 28.4 to 
mean that an increase in the GDP of USA by an extent of 1 billion US 
dollar contributes to promote the export of Bangladesh by Tk 28.4 
million. The t-ratio is 2.6. 
In equation 8, the 4th independent variable taken in consideration is the 
rate of Euro in US dollar along with the 3 independent variable already 
taken in consideration, viz., GDP of USA, conversion rate of US dollar 
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in Taka and US import. The regression estimates provides a better 
coefficient of determinants which has slightly increased to 98.4 percent. 
All the coefficients of independent variables have become statistically 
not significant. The constant term however becomes statistically 
significant at 5% level. Since none of the slope coefficients are 
significant, the multiple regression of the form of equation 8 however is 
not dependable. The same trend continued in case of equation 9, which 
adds the new independent variable of SDR rate in US dollar. None of 
the slope coefficients is statistically significant. The r-square however 
has gone down slightly to 98 percent. 
In fine, it can be stated that the multiple regression of the step-wise 
regression failed to provide better form of regression in terms of 
statistical significance. Only that the R-squared increased by adding 
more independent variables. Results of univariate regression should be 
called a bit exaggerated although the role of devaluation in promoting 
export to USA is statistically evident. 
3.3.1.2 Import of Bangladesh from USA 
The next discussion takes the dependent variable of import from USA 
in consideration an aims to explore the relation with other relevant 
independent variables. The independent variables are almost the same 
except that the import of USA is replaced by export of USA. This is 
fairly understandable that the way import of USA was relevant to the 
export of Bangladesh to USA, in the same way export of USA is relevant 
to the import of Bangladesh from USA. Thus, the independent variables 
in consideration to the present discussion of Univariate and step-wise 
regression are the SDR rate in terms of UD dollar, Euro rate in terms of 
US dollar, conversion rate of US dollar in Taka, GDP of USA and total 
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export of USA. The period under consideration is extended from 1990-
91 to 2000-01. Absolute figures of these variables are presented in 
Appendix 3-2. 
The regression results are presented in Table 14. The first univariate 
regression assumes that the import of Bangladesh from USA is 
fimctionally dependent upon the SDR value in terms of US dollar. The 
regression takes the form of equationlO. The coefficient of slope takes a 
negative sign. It indicates that import from USA is inversely related 
with the SDR rate in dollar. As SDR rate goes down, dollar becomes 
costlier. When dollar is costlier then Bangladeshi importer should not 
be interested to import from USA. But statistical observations suggest 
that the import increased because of the fact that dollar become 
stronger. This is theoretically inconsistent. However, the coefficient of 
slope takes a value of -34149 with a t-ratio of -2.35. The estimate is 
statistically significant. A further enquiry into the absolute data reveals 
that during the period under study, the variable of import from USA 
had an increasing tendency and the SDR value in dollar had a 
decreasing trend. Since both took place in the opposite direction at the 
same time so the regression runs assumes an opposite functional 
relation. The regression results show that one-dollar reduction in the 
value of SDR in US dollar promotes import of Bangladesh from USA by 
an amount of Tk 36149 m. The intercept term takes a value of 61794, 
which is also statistically significant at 5% level. The coefficient of 
determinants is 38 percent to indicate that the simple regression 
explains 38 percent of the variation in the import of Bangladesh from 
USA. 
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The next regression takes the rate of Euro in US dollar as the only 
independent variable for the import of Bangladesh from USA. The 
regression results take the form of equation 11. The slope coefficient 
takes a negative sign. It demonstrates that import of Bangladesh 
increases, as dollar gets stronger against Euro. This is clearly 
inconsistent with theory as import becomes more remunerative with 
weaker US dollar. The coefficient takes an amount of -19859 with a t-
ratio of -3.4. The statistic is statistically significant at 5% level. The R-
squared takes a value of 0.38 to mean that the regression explains 38 
percent variations in the import of Bangladesh from USA. The constant 
term is also statistically significant at 5% level and takes a value of 
34339. The explanation of the statistical observation being inconsistent 
with theory is the same as above. During the period under study there 
had been a steady increase in import of Bangladesh from USA. In 1990-
91 it was Tk 7768 million and through gradual increase in 2000-01 it 
took an amount of Tk 15503 million. Compared to that the Euro rate in 
dollar was 1.34 in 1990-91 and through a gradual decline arrived at 0.88 
in 2000-01. In fact the annual rate of decline of Euro rate in dollar was 
3.8 percent, which is not at all ignorable. 
The next independent variable is the foreign exchange rate of 
Bangladesh. It is the official rate stated as the conversion rate of one-
dollar in terms of Taka, the local currency. Before stating the statistical 
observation it is important to mention the theoretical expectation. 
Conversion rate of dollar should influence the import of Bangladesh 
from USA in such a manner that as devaluation takes place, import 
from USA becomes costlier. For example, suppose the former rate was 
Tk40 per US dollar and after devaluation the new rate is Tk 45 per US 
dollar. This mean to import certain commodity of a price of US $1.00 the 
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Bangladeshi importer requires now Tk 45 that he used to require only 
Tk 40 before devaluation. So he would be motivated to import that only 
if he is capable to sell it in the local market at a higher price, otherwise 
he should not import from USA. So, theoretically consistent functional 
relation between the US dollar rate and import from USA is of an 
inverse nature. The regression result of import from USA being 
regressed against a single variable of US dollar rate in Taka is 
represented in equation 12. The r-squared has been promoted to 73 
percent compared to 38 percent in equationlO and equationll. It seems 
that dollar rate in Taka is capable of explaining as much as 73 percent 
variation of import of Bangladesh from USA. The slope coefficient 
however takes a positive sign, which is in contradiction with the 
theoretical explanation. The slope coefficient is 603 witii a t-ratio of 5.0. 
This indicates that the coefficient is statistically significant at 5% level. 
The constant term is also statistically significant. This deserves 
attention. A further enquiry into absolute data reveals that conversion 
rate of 1 US dollar was only Tk35 in 1990-91 and through gradual 
increase because of devaluation it arrived at Tk54 in 2000-01. The 
average rate of growth in conversion rate is 4.26 percent per annum 
during the period under consideration. The regression run finds 
increased trend in both import from USA and conversion rate of US 
dollar and accordingly provides the result having positive functional 
relation between the two variables. 
Equation 13 represents the regression estimates of the independent 
variable of the GDP of USA. Theoretically it is expected that both 
import of Bangladesh from USA and the national income of USA 
should be influenced by the trend of economic activity of the USA 
during the period and should have a positive functional relation. 
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Equation 13 provides a slope coefficient of positive sign. Thus, tiie result 
is consistent with theory. The coefficient is 2.5 with a t-ratio of 6.7 
suggesting that the estimate is statistically significant. The regression 
equation suggests that increase in the GDP of USA by 1 billion dollar 
makes Tk 2.5 million increases in the import of Bangladesh from USA. 
The intercept term takes a negative figure of 7902 which is statistically 
significant. The r-squared is 0.83 to mean that 83 percent variation of 
import of Bangladesh from USA had been explained by the GDP figures 
of USA. 
In the phase of uruvariate regression of import from USA, the last 
independent variable under consideration is the export of USA. The 
result of the regression takes the form of Equation 14. The r-squared 
has further increased to 84 percent. The slope coefficient takes a positive 
sign as was theoretically expected. The slope coefficient is 29.4 with a t-
ratio of 6.8. The estimate is statistically significant at 5% level. It shows 
that increase of US export by 1 billion dollar makes a promotion of 
import from USA by an extent Tk 29.4 m. The intercept term of the 
equation is 5845 and takes a negative sign. The t-ratio suggests that the 
estimate statistically significant. The intercept suggests that when the 
US export is zero import of Bangladesh from USA becomes negative, 
which is not sensible. 
The next phase of the present discussion is the step-wise regression. In 
the univariate analysis above, in terms of r-squared, the most important 
independent variable of the import from USA is US export and then 
comes the GDP of USA. In fact these two are the only variables that 
happened to hold empirical findings consistent with theory. It is 
tempting to explore the regression outcome taking these two variables 
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together in a multivariate regression. The same happens in the first step 
of the step-wise regression and the result takes the form of equation 15. 
The coefficient of determinants has increased marginally to 85 percent 
to suggest the two variables together explain as much as 85 percent 
variations in the import of Bangladesh from USA during the period. 
However, as far as the statistical significance is concerned none of the 
coefficients of the independent variables are significantly different from 
zero. The coefficient of US export takes a t-ratio of 0.95 and the 
coefficient of GDP of USA holds a t-ratio of 0.7. This leads to the 
problem of multicoUinearity in multiple regression. This is sensible 
since the export of USA is a component of the GDP of USA; the 2 
variables are not independent of each other. The constant of the 
equation is statistically significant although makes little sense with a 
negative sign. 
In the same process of step-wise regression, the variable comes next in 
consideration of a multiple regression is the conversion rate of US dollar 
in terms of Taka. The regression estimates take the form of equationl6. 
Here again, none of the estimates is statistically significant. What is 
rather interesting is the coefficient of the independent variable of 
conversion rate of US dollar in Taka. For the first time it takes a 
negative sign, as was expected theoretically. There is no way to justify 
the positive sign. The coefficient takes an amount of -191 to indicate 
that devaluation of 1 Taka reduces import from USA by an extent of Tk 
191 m. The observation sounds sensible. But as had been stated already 
that t-ratio does not substantiate that it is significantly different from 
zero. 
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The multiple regression of the following step adds the Euro rate in US 
dollar as the independent variable. The result of the regression takes the 
form of equationl/. None of the estimates happened to have a t-ratio of 
statistical significance. The sign of coefficient of the foreign exchange 
rate of Bangladesh is negative to signify that devaluation is inversely 
related with import. The quantum has been increased to 848 to mean 
that devaluation of 1 Taka per US dollar reduces import from USA by 
Tk848 m. The sign of the coefficient of another independent variable of 
US dollar rate of Euro still contradicts the sign consistent to theory. 
Finally, equation 18 represents the result of the multiple regressions that 
takes all the above-mentioned independent variable in consideration. 
The goodness of fit or R-square has further increased to 88 percent but 
none of the estimates is statistically significant. The coefficient of Euro 
rate in dollar in this case takes the sign consistent to theory. The sign of 
the coefficient of foreign exchange rate of Bangladesh also holds the 
negative sign as was expected theoretically. However, the sign of SDR 
rate in US dollar still holds a negative sign in contradiction with theory. 
3.3.2. India 
India is an important trading partner of Bangladesh particularly in view 
of the fact that as much as 36 percent of the trade deficit of Bangladesh 
is the contribution of India. In the present section of analysis an attempt 
is made to explore the functional nature of different possible 
independent variables that influences the export of Bangladesh to India 
and import of Bangladesh from India. The same approach as above of 
univariate regression and multivariate regression is adopted for the 
analysis. 
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3.3.2.1 Export of Bangladesh to India 
Table 3-16 represents the regression estimates of export of Bangladesh 
to India based on the figures represented in the Appendix 3-2. The 
independent variables in consideration are rate of SDR in terms of 
Indian Rupee, rate of US dollar in terms of Rupee, rate of Rupee in 
terms of Taka, GDP of India in billion Rupee, import of India in million 
US dollar and the dependent variable is the export of Bangladesh to 
India in million US dollar. The univariate regression of export to India 
against the GDP of India takes the form of equation 19. The coefficient 
of determinants indicates that only 10 percent of the variations in export 
of Bangladesh to India could be explained by the national income of 
India. This not surprising as the proportion of export of Bangladesh to 
India to the GDP is indeed negligible. The coefficient of the slope takes 
a very low value of .0007. The t-ratio is also very poor to suggest that 
the coefficient is not significantly different from zero. 
Equation 20 in the table shows the regression estimates of export to 
India against the rate of US dollar in Rupee. The r-square remains as 
low as 12 percent. Both the coefficient of intercept and slope are not 
significantly different from zero. The univariate regression against the 
SDR rate in terms of Rupee takes the form of equation21. The coefficient 
of determinants has been a little better yet not more than 19 percent. 
The t-ratio of the slope coefficient has also improved a little but not 
enough to be statistically significant. The univariate regression of export 
to India against the conversion rate of Indian Rupee in terms of 
Bangladeshi Taka takes the form of equation 22. The coefficient of 
determinant stands 24 percent. The sign of the slope coefficient is 
negative, which should have been positive to imply that export should 
increase as the Taka rate of Rupee increases. However the t-ratio is only 
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1.6 to indicate that the coefficient of the independent variable is not 
significantly different from zero. Equation 23 represents the ordinary 
regression of export to India against the import of India. The goodness 
of fit takes 24 percent only. None of the coefficient of the intercept or the 
slope is statistically significant. 
The step-wise regression of export to India against the best two 
independent variables in terms of r-square takes the form of equation 
24. The 2 independent variables concerned are import of India and the 
Taka rate of Rupee. None of the coefficient is statistically significant. 
The coefficient of determinant has just improved to 31 percent. 
Equation 25 adds the independent variable of SDR value in Rupee. The 
R-square has improved to 41 percent but none of the coefficients of the 
slopes is statistically significant. 
In the next step-wise regression the variable added to the independent 
variables is the US dollar rate in rupee. The regression result takes the 
form of equation 26. The coefficient of determinant has suddenly 
jumped to 82 percent to imply that as much as 2 percent of the variation 
of the export to India could have been explained by the form of multiple 
regression of equation 26. The fit seems very convincing. Among the 
coefficients of four independent variables two are statistically 
significant. The dollar rate of rupee holds a coefficient that is 
statistically significant at 5% level. The other coefficient having 
statistical significance is the one of total import of India. The t-ratio of 
both the estimates is 3.2. The coefficient of import takes a coefficient of 
0.0018 to imply that an increase in the import of India by 1 million US 
dollar leads to promote the export of Bangladesh by an extent of US $ 
1800. The estimate seems sensible. The other coefficient of statistical 
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significance takes a negative sign to demonstrate that export to India 
increases as the dollar price in terms of Rupee goes down. This is 
theoretically consistent. If the US dollar rate in terms of Rupee goes 
down, the exporters of Bangladesh can gather more of US dollar by 
exporting the commodity of the same price in Indian Rupee. The 
coefficient is negative 4.9 to mean that if the dollar rate in terms of 
Indian Rupee goes down by 1 Rupee that leads to promote Bangladeshi 
export to India by extent of US $ 4.9 million. The estimate is somehow 
sensible in view of the fact that the dollar rate in Indian Rupee varied 
from 25.83 to 46.75 during the period under study. 
The last multivariate regression of the step-wise regression takes the 
form of equation 27 that adds the weakest of the independent variables 
to the regression form. The new variable is the GDP of India. The 
coefficient of determinant has increased to 87 percent. However, only 
one of the 5 independent variables happened to have a coefficient of 
statistical significance. The variable is the import figures of India, the 
coefficient is 0.002 and the t statistic is 3.7. It seems that export to India 
increases by US $2000 as Indian import increases by US $ 1 million. 
3.3.2.2 Import of Bangladesh from India 
Just like the way export to India has been regressed against a number of 
relevant independent variables by means of univariate regression and 
step-wise regression, the present discussion takes the import from India 
as the dependent variable and invokes a regression analysis. All the 
independent variables that had been used for regression against export 
to India are the candidates of the independent variable for import from 
India except that the import of India should be replaced by the export of 
India because export of Bangladesh to India should be related to the 
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import of India rather than the export of India. All the figures of these 
variables during the period under study are presented in Appendix 3-2. 
Table 3-17 shows the regression estimates. 
Equation 28 represents the regression estimates of the import from 
India being regressed against the US dollar rate in Rupee. The 
coefficient of detenninant shows that 45 percent of the variation of 
import from India could be explained by the independent variable. The 
coefficient of the independent variable takes a positive sign and an 
amount 42 with a t statistic of 2.6. The coefficient is thus statistically 
significant at 5% level. The intercept term however is not statistically 
significant. The regression suggests that import from India increases by 
US $42 million as the US dollar rate in Rupee increases by 1 Rupee. 
When the dollar rate in Indian Rupee increases, the importer of 
Bangladesh becomes more motivated to import as because he needs less 
amount of dollar to purchase the goods of India of the same price in 
Rupees. Thus, the positive sign is theoretically consistent. 
In the phase of univariate regression of import from India, the next 
variable in consideration is the SDR rate in terms of Indian Rupee. Here 
again the theoretical anticipation is a positive sign with the coefficient of 
the independent variable. Because, the positive sign indicates that as the 
rupee price of SDR increases. Rupee becomes cheaper and import from 
India would then be more remunerative. The empirical regression takes 
the form of equation 29. The coefficient of determinants shows that 50 
percent of the variation in the import from India could be explained by 
the independent variable. The coefficient of slope takes a positive sign 
as was expected theoretically. The coefficient takes a value of 35 and it 
statistically significant with a t statistic of 2.6. It indicates that that the 
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increase in the value of SDR by 1 Rupee leads to an increase of import 
from India by an extent of US $35 million. The intercept term however 
is not significantly different from zero. 
Regression of import from India against The conversion rate of Rupee 
in terms of Bangladeshi currency takes the form of equation 30. It seems 
that the independent variable could explain 43 percent of the variations 
in the import from India. The sign of the coefficient is negative to mean 
that the empirical relation is of an inverse nature. This is theoretically 
consistent. When the price of Indian Rupee in term of Bangladeshi Taka 
goes down that means Taka gets stronger; by the same amount of Taka 
an importer would be capable of buying more Indian goods assuming 
the price of the commodity does not change. The coefficient of the Taka 
rate of Rupee is negative 1237 and the corresponding t statistic is -2.46 
to suggest statistical significance. It demonstrates that the change in 
Taka rate of Rupee by 1 Taka leads to a change of import from India by 
US $ 1237 million. The figure seems exaggerated. However, it is 
observed that the conversion rate of Rupee in terms of Taka changed 
from 1.92 to 1.15 during the period imder study. The magnitude of 
change is more sensible in percentile rather than in absolute unit. 1 
percentile change leads to change of import by US $ 12 million. This 
looks much more convincing. The intercept term of the regression 
equation is also statistically significant and takes a value of 2314. This 
means that when the conversion rate is zero then there would be an 
import from India to an extent of US $ 2314 million. The conversion rate 
being zero is not sensible so no discussion is needed on that. 
The regression against the export of India takes the form of equation 31. 
The r-square is 0.48 to mean 48 percent variations in import from India 
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could have been explained by the independent variable of Indian 
export. The coefficient of the slope is 0.04, which is statistically 
significant as the t statistic is 2.75. The regression suggests that an 
increase in the export of India by an amount of US $ 1 million leads to 
an increase in the import of Bangladesh by an extent of US $ 40 
thousands. Both the amount and the sign are sensible. Import from 
India must be positively related with the Indian export. The intercept 
term of the equation however is not statistically significant. 
The last of the independent variables of the imivariate regression is the 
GDP of India, which was expected to have a positive relation with the 
dependent variable of import from India. The fit shows that 41 percent 
of the variations in the dependent variable could be explained by the 
independent variable. The coefficient is statistically significant as the t 
statistic is 2.36. The slope coefficient holds the sign consistent to theory. 
The coefficient is 0.07 to mean that increase in Indian GDP by a billion 
Rupees makes a promotion of import from India by US $70 thousands. 
The intercept term is not however statistically significant. 
All the equations of the step-wise regression are presented in the Table 
3-17 by the equations from 33 to 36. Equation 33 represents the 
regression estimates of the multiple regression that takes the SDR value 
in Rupee and the export figures of India into consideration. These are 
the most important independent variable based on the coefficient of 
determinant as had been observed in the univariate regression analysis 
above. However, none of the estimates of the equation is statistically 
significant. The next variable in consideration of the multiple form of 
regression is the US dollar rate in Indian Rupee and the regression 
estimates are presented in the equation 34. There again none of the 
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estimates are significant. The same trend continues for the equation35 
and 36. None of the estimates happened to be statistically significant. 
The only change that had been observed from equation 33 to equation 
36 is that the coefficient of determinant had increased from 51 percent in 
case of equation 33 to 55 percent in case of equation 36. Thus the form of 
multiple form regression fails to provide a better functional relation of 
the import from India. There may be some extent of multicollinearity 
problem as the simple regression shov/s better result than the multiple 
regression containing the same independent variables. It seems that the 
independent variables are mutually interdependent as can be easily 
understood that the value of SDR and value of US dollar in terms of 
Rupee must have some extent of interdependence. Similarly, the GDP 
and export of India must have some interdependence. But the 
interdependence between the SDR rate in Rupee and the GDP of India 
is not explainable indeed. 
3.3.3. Singapore 
The trading relation with Singapore is important as the country is the 
source of around 20 percent of the trade deficit of Bangladesh. The 
present discussion takes Singapore in consideration in the same way as 
USA and India had been taken care above by means of univariate and 
step-wise regression analysis. The dependent variable, in the fist phase, 
is the export of Bangladesh to Singapore and then, the import of 
Bangladesh from Singapore in the second phase. 
3.3.3.1 Export of Bangladesh to Singapore 
For the regression of export to Singapore the relevant independent 
variables are the three exchange rates, viz.. Conversion rate of Taka per 
Singapore dollar, conversion rate of Singapore dollar per SDR and 
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conversion rate of Singapore dollar per US dollar, plus the GDP of 
Singapore and import of Singapore. The regression estimates are shown 
in the Table 3-18. 
The univariate regression of export of Bangladesh to Singapore against 
the rate of Singapore dollar per SDR takes the form of equation 37. The 
coefficient of determinant indicates that the regression could explain 
only 23 percent of the variation of the dependent variable. The sign of 
the coefficient of the slope was expected negative to mean that a lower 
conversion rate of Singapore dollar against SDR would fetch more of 
SDR by exporting commodities with the same price in Singapore dollar. 
However the slope coefficient of equation 37 is positive in contradiction 
with the expectation. None of the coefficient of slope and the intercept is 
statistically significant to mean that the coefficient could have been zero 
as well. Equation 38 deals with the regression against the US dollar rate 
in Singapore dollar. A lower rate of doUar in terms of Singapore dollar 
would encourage more export to Singapore and so a negative sign was 
anticipated. The empirical observation however contradicts the 
theoretical anticipation. The coefficient takes a positive sign. Of course, 
the estimate is not statistically significant. 
Equation 39 represents the regression result of export to Singapore 
against the conversion rate of Singapore dollar in terms of Taka. The 
sign expected was positive to indicate that by exporting commodities to 
Singapore of same prices in Singapore dollar the exporter would have 
gathered more Taka in that case. Here again the empirical observation 
takes a sign opposite to the theoretical anticipation. The coefficient is 
not statistically significant. The r-square shows that the regression could 
have explained 24 percent of the variation in the export to Singapore. 
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Equation 40 takes the GDP of Singapore as the independent variable for 
the export of Bangladesh to Singapore. A positive sign was expected to 
mean that the level of macroeconomic activity moves together with 
national income and import from any foreign country. The coefficient 
takes a negative sign although does not hold statistical significance. The 
coefficient of determinant is also as low as 18 percent to indicate a poor 
fit. Equation41 shows the regression against the import of Singapore. 
The sign here is consistent with the theoretical anticipation that 
increased import of Singapore must promote import from each of the 
trading partners including Bangladesh. The coefficient is not 
statistically significant. Thus none of the univariate regression could 
provide a slope coefficient having statistical significance. 
The result of the multivariate regression through step-wise regression 
takes the form of equation 42 through 45. The independent variables 
taken under consideration are in an order that the Taka rate of 
Singapore dollar comes first, import of Singapore comes second, SDR 
price in Singapore dollar comes next, and then comes the GDP of 
Singapore and finally Singapore dollar price of US dollar. The 
coefficient of determinant increased from 25 percent in the first case to 
52 percent in the last case. However, none of the estimates happened to 
have a coefficient with statistical significance. The t statistic was not 
even a unit in any of the cases suggesting the multivariate regression 
fails to predict the export of Bangladesh to Singapore. 
3.3.3.2 Import of Bangladesh from Singapore 
In the next phase of analysis, the dependent variable under 
consideration is the import from Singapore. The relevant independent 
variables are the same as above with only one change that import of 
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Singapore has been replaced by the export of Singapore in the present 
phase. The figures of all these variables are represented in the 
Appendix. It has been observed that the import from Singapore is a few 
times higher than the figures of export to Singapore and as such the 
present discussion bears more significance from the point of the trade 
deficit of Bangladesh. The regression estimates are presented in Table 3-
19. 
The univariate regression of import from Singapore against the 
Singapore dollar rate per SDR takes the form of equation 46. The sign 
expected was positive to mean that increased price of SDR in terms of 
Singapore dollar makes import cheaper. The estimates of equation 46 
demonstrate consistency with theoretical anticipation. But the 
coefficient of the slope of the independent variable is not statistically 
significant at 5% level. The R-square is as negligible as only 3 percent. 
Another independent variable of the similar nature is the Singapore 
dollar rate of US dollar, which had been regressed against the same 
dependent variable, and the result takes the form of Equation 47. The 
result is also similar that the coefficient holds the right sign but does not 
hold statistical significance. 
The independent variable of the Taka rate of Singapore dollar is the 
next variable taken under consideration. The sign anticipated was 
negative with the argument that a lower price of Singapore dollar in 
Taka would facilitate more import. The result of the regression takes the 
form of equation 48. The sign is positive that contradicts the theoretical 
anticipation. The coefficient of the independent variable is 41 and the t 
statistic is 5.6, which indicates that the estimate is statistically significant 
at 5% level. The coefficient indicates that an increase in the conversion 
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rate of Singapore dollar by 1 Taka leads to an increase in import from 
Singapore by an extent of US $ 41 million. This is not sensible at all. 
Importers of Bangladesh can not be more interested to import from 
Singapore when he needs more Taka to import the same commodity of 
the same price. The result of the regression is just a coincidence as the 
importers from Bangladesh do not pay in terms of Singapore dollar, 
they pay in terms of US dollar and as such the regression result is 
almost arbitrary. However, the coefficient of determinant shows that as 
much as 78 percent variation in the import from Singapore could have 
been explained by the regression fit of equation 48. 
The next regression is against the GDP of Singapore that takes the form 
of equation 49. The coefficient of the independent variable is positive as 
had been theoretically expected and takes an amount of 0.005. The t 
statistic of 8.3 suggests that the estimate is statistically significant. It 
demonstrates that increase in the national income of Singapore by an 
amount of 1 billion of Singapore dollar leads to promote import from 
Singapore by an amount of US $ 50 thousands. The r squared indicates 
that as much as 88 percent variation in import from Singapore could 
have been explained by the regression fit. 
The next independent variable is the export of Singapore and the 
regression estimate takes the form of equation 50. The coefficient of the 
slope is 0.004 and the t statistic is 7.6 that indicate statistical significance 
with 95% confidence level. The result shows that an increase of the 
export of Singapore by 1 million US dollar leads to an increase of US 
$40 thousands in the import from Singapore. The coefficient of 
determinant indicates a good fit, as it is capable of explaining 86 percent 
of the variation in the dependent variable. 
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Equations 51 through 54 represent the result of multivariate regression 
in an approach of step-wise regression. In all the cases the coefficient of 
determinant increases gradually to a maximum of 93.9 percent but none 
of the coefficient happened to hold statistical significance. This 
demonstrates the old problem of multicoUinearity. Some of the 
independent variables might be interdependent. 
3.3.4. China 
Trading relation with China contributes 24 percent of the average trade 
deficit of Bangladesh during the period under consideration. The 
discussion concentrates on the trade of Bangladesh with China to 
investigate into the nature of functional relation in the regression 
approach. The first variable taken care is the export to China and then 
the next variable would be import from China. 
3.3.4.1. Export of Bangladesh to China 
Table 3-20 shows the regression estimates of export to China while 
regressed against the relevant independent variables viz., price of SDR 
in Chinese Yuan, price of US dollar in Yuan, price of Yuan in Taka, GDP 
of China and import of China. In the process of univariate regression, 
export to China had been regressed against the price of SDR in Chinese 
Yuan. The estimates take the form of equation 55. None of the estimates 
had been foimd significant. The coefficient of determinant indicates that 
only 6.6 percent of the variation in export to China could be explained 
by the regression. The regression against the single variable of the US 
dollar rate in Chinese Yuan takes the form of equation 56. None of the 
estimates is significant and the fit is also poor with an r-square of 2.4 
percent. 
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The conversion rate of Chinese Yuan in Taka is regressed against the 
export to China and the regression estimates take the form of equation 
57. The theoretical relation between export to China and the conversion 
rate is inverse as because if the Yuan rate goes down that makes export 
to China from Bangladesh more remimerative. The empirical 
observation of the regression coefficient is consistent with the 
anticipation. The coefficient however is not statistically significant as 
the t statistic is only 1.9. The intercept is significant. The coefficient of 
determinant is as poor as 2.8 percent. 
Regression against the GDP of China and against the import of China 
takes the form of equation 62 and 63, respectively. There again none of 
the slope coefficient is statistically significant. The r square is also very 
poor, not more than even 1 percent. 
The step-wise regression takes SDR price in Yuan and Yuan rate in Taka 
first, and then adds US dollar rate in Yuan, Import of China and GDP of 
China in a sequence to the multivariate regression. The multivariate 
regression against the independent variable of SDR rate in Yuan and 
Taka rate of Yuan takes the form of equation 57. The result of the 
regression is rather surprising compared to the result of the univariate 
regression. The coefficient of determinant has suddenly jumped to 57 
percent to indicate that as much as 57 percent of the variation in export 
to China had been explained by the multiple regression. Whereas none 
of the coefficient in the univariate regression was significant, both the 
slope coefficients of the multivariate regression are statistically 
significant at 5% level. The sign of the coefficient in both the estimates is 
negative as had been expected theoretically. The argument of Taka rate 
of Yuan had been stated above. The argument of negative sign with the 
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coefficient of SDR rate in terms of Yuan is that as SDR rate in Yuan goes 
down, exporters are better off if they gather Yuan by means of export 
and converts it into more of SDR and then more of Taka assuming the 
Taka rate of SDR remains constant. On the other hand, if the exporters 
were exporting on US dollar denominated price then the importers of 
China would be better off if Yuan gets stronger against SDR that is 
reflected in a negative sign in the coefficient. The variable of Taka rate 
of Yuan takes a coefficient of -33.8 to imply that a reduction by 1 Taka 
in the Yuan rate in Taka leads to promote the export of Bangladesh to 
China by US $1.5 million. The result is not exaggerated in view of the 
absolute figures presented in the Appendix, which shows that the Yuan 
rate had been between Taka 4.75 and 7.11 during the period under 
study. The other slope coefficient of the equation 60 shows that a 
reduction of the SDR rate in terms of Yuan by 1 percent leads to 
promote export by 12.7 percent. The intercept term is also statistically 
significant to imply an export of US $362 m. if the two independent 
variables take zero value. 
Regression equations of the other multivariate regression provide no 
better result in terms of coefficient of statistical significance except that 
the coefficient of Taka rate of Yuan held statistical significance in all of 
the forms of regression. The coefficient does neither change its sign nor 
its value to indicate that the conversion rate of Yuan in Taka is an 
important part of the multivariate regression although the other 
independent variables failed to hold t-statistic of statistical significance. 
The coefficient of determinant had increased gradually from 57 percent 
in case of equation 60 to 72 percent in case of the last equation 63. 
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3.3.4.2 Import of Bangladesh from China 
Similar process had been applied to find out the regression estimates of 
the import from China. The estimates are shown in Table 3-21. Among 
the univariate regressions only in two cases the slope coefficient 
happened to have significant coefficient. In equation 65 it has been 
observed that the Yuan rate of dollar holds a coefficient of a positive 
sign, which is theoretically consistent. An Increase in the Yuan rate of 
US dollar means dollar becomes stronger against Yuan and that should 
promote import from China as less amount of US dollar would be 
required to import the commodity of the same price in Yuan. The 
coefficient shows that 1 unit increase of dollar rate in Yuan leads to an 
import promotion of US $124 million. The r square shows that the 
variable explained 35 percent of the variation of the import from China. 
Another univariate regression having the slope coefficient of statistical 
significance is represented in equation 67 that is concerned with the 
independent variable of the national income of China. As the GDP of 
China increases by 1 percent that leads to increase the import of 
Bangladesh by an extent of 0.1 percent, this sounds sensible. The 
coefficient of determinant shows that the GDP of China by itself can 
explain as much as 81 percent of the variation of import from China. 
The sequence is sensible as had been argued earlier that increased 
national income of China should correspond to increased export of 
China and with the same proportion of Chinese export to Bangladesh or 
the import from China there should be positive relation between the 
GDP of China and the import from China. The same relation had been 
demonstrated when the import from China had been regressed against 
the export of China. The univariate regression takes the form of 
equation 69. The coefficient is statistically significant. It indicates that 
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export of China by US $1 m. leads to an increase in the dependent 
variable by US $30 thousands. 
In the phase of step-wise regression, the best fit in terms of statistical 
significance of slope coefficients is in the from of equation 69. There are 
2 independent variables used for the regression, viz., the GDP and the 
export of China. Both the coefficients are statistically significant. It 
demonstrates that increase in the export of China by US $ 1 million 
leads to increase the import from China by US $10 thousands and 
increase in the GDP of China by 1 billion Yuan leads to an increase of 
import from China by US $70 thousands. The R-square of the equation 
suggests that the multiple regression can explain as much as 89% 
variation in the import of Bangladesh from China. It is interesting to 
note that the Yuan rate of US dollar had been significant in the 
univariate regression but fails to be significant in the form of multiple 
regression. 
3.3.5. Japan 
Trading relation of Bangladesh with Japan shares 17 percent of the 
trade deficit of Bangladesh during the period under consideration. On 
an average Japan shared around 3 percent of export of Bangladesh and 
8 percent of the Import of Bangladesh during the period. 
3.3.5.1. Export of Bangladesh to Japan 
Regression of export to Japan had been represented in the Table 3-22 
based on the figures of the relevant variables as represented in the 
Appendix 3-2. The independent variables include three exchange rates, 
viz., conversion rate of Yen in terms of Taka, price of SDR in terms of 
Yen and market price of US dollar in terms of Yen. The other 
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independent variables for export to Japan are the GDP as a proxy of 
national income and import of Japan. The regression result of univariate 
regression and step-wise regression takes the form of equations 73 to 81 
presented in the Table 3-22. None of the coefficient had been observed 
significant. It seems export to Japan is not functionally dependent on 
any of the variables under consideration. The coefficient of 
determinants in case of univariate regression was 37 percent at the 
maximum. The multivariate regression, taking all the independent 
variables in consideration, shows a better fit as the r-square suggests 
that as much as 74 percent variation could be explained by the 
regression although none of the coefficient had observed statistical 
significance. One of the reasor^s behind the poor show of the regression 
is its meager figures compared to the import and GDP of Japan. One of 
the reasons for what the different foreign exchange rates failed to have a 
functional relation might be that exporters of Bangladesh hardly get 
payments in Japanese Yen; they get payment in US dollar. 
3.3.5.2. Import of Bangladesh from Japan 
Regression result of the import from Japan against the same sorts of 
variables with only one replacement of Japanese import being replaced 
by Japanese export had been presented in Table 3-23. Each of the 
univariate regression takes the form as depicted by the equation 82 to 
no 86. Among the equations only two equations happened to have the 
coefficients of statistical significance. It is the equation 85 and 86. The 
independent variable of the equation 85 is the GDP of Japan. It 
demonstrates that an increase in the GDP of Japan of an amount of 1 
billion Japanese Yen leads to an increase of the import of Bangladesh 
from Japan by an extent of US $ 50 thousands. The coefficient of 
determinant is as high as 76 percent to suggest the strength of the 
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independent variable in explaining the dependent variable. The other 
equation showing statistical significance is presented in the equation 86, 
which deals with the export of Japan. Quite obviously export of Japan 
should be positively related with the import of Bangladesh from Japan. 
The coefficient of the slope is 1.7. It indicates that an increase of 
Japanese export by US $ 1 billion leads to an increase in the import of 
Bangladesh from Japan by an amount of US $1.7 million. The r-square 
of equation 86 suggests that only 38 percent of the variation in the 
import could be explained by the export of Japan. 
In the step-wise regression, only the coefficient of GDP happened to 
have the relation of statistical significance. The variable maintained its 
consistency in the amount of coefficient as well, which varied from 
0.004 to 0.005. The coefficient was statistically significant in all the forms 
of multiple regression depicted by the equation 87, 88 and 89. It seems 
that only the GDP of Japan is functionally related with the import from 
Japan. Among the other variables, only in one case of univariate 
regression, the export of Japan could have a statistically significant 
coefficient that again failed to demonstrate the same quality in the 
multivariate form. 
3.3.6. Germany 
Trading relation of Bangladesh with Germany observes a trade surplus 
in favor of Bangladesh. The contribution of the surplus is as much as 11 
percent of the trade deficit of Bangladesh. Export to Germany is around 
9 percent of the export of Bangladesh and import from Germany is only 
around 3 percent of the import of Bangladesh. 
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3.3.6.1. Export of Bangladesh to Germany 
Regression estimates of univariate regression and multivariate 
regression of export of Bangladesh to Germany is presented in Table 3-
24. Equation 91 shows the regression estimate of the univariate 
regression against the SDR rate in Deutsch Mark. The coefficient of the 
slope is 376 and it takes a positive sign. The t-statistic is 6.6 to suggest 
the estimate is statistically significant at 5% level. It indicates that export 
of Bangladesh increases by an amount of US $ 376 m. as Deutsch Mark 
gets weaker against SDR by an amount of 1 Deutsch Mark per SDR. 
There is no apparent reason why export of Bangladesh to Germany 
should increase when its currency gets weaker. The only explanation is 
that a significant part of export earnings may be concentrating in 
Germany through a faulty banking net. In view of the nature of export 
to Germany, which is largely influenced by the ready-made-garments, 
this possibility can not be rules out. The RMG sector is an import 
dependent sector and the RMG exported to Germany contains import 
from Germany to an extent of more than 80 percent officially. The other 
possibility is statistical coincidence. Not only that the coefficient of the 
slope of the equation 91 is statistically significant, the intercept term is 
also significant and the coefficient of determinant suggests that as much 
as 83 percent of the variation in the export to Germany could be 
explained by the equation. The same trend continued in the equation 92, 
which is concerned of the regression against the US dollar rate in 
Deutsch Mark. The slope coefficient holds a positive sign, as opposed to 
the anticipated negative sign, and takes a value of 684. The estimate is 
statistically significant to justify the line argument put above with 
regard to the value of SDR. The r-square in the dollar case although is 
less than the SDR case but still indicates that as much as 60 percent of 
the variation could be explained by the Mark rate of dollar. 
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Equation 93 relates the export to Germany with the Taka rate of Mark. 
The coefficient of independent variable is not statistically significant. 
Next comes the equation 94, which is the regression against the GDP of 
Germany. The coefficient is statistically significant and takes a positive 
sign consistent with theory. The equation indicates that increase in the 
national income of Germany by 1 billion DM leads to increase the 
export of Bangladesh to Germany by an extent of US $ 0.41 million. The 
figure seems sensible. The r-square suggests that as much as 90 percent 
variation in export could be explained by the equation. 
The regression against the import of Germany takes the form of 
equation 95. The coefficient takes a positive sign, as expected 
theoretically, and holds statistical significance at 5% level. The 
coefficient indicates that increase in German import by US $ 1 billion 
leads to an increase of export of Bangladesh to Germany by an amount 
of US $ 2.7 million. The figure sounds exaggerated. The r-square 
indicates that as much as 69 percent variations could be explained by 
the import of Germany. 
Equations 96 to 99 represent the regression result of the multivariate 
regression through the step-wise form. An interesting observation of 
the equations is that whereas almost all of the variables (except the one 
of Taka rate of Mark) provided significant slope coefficient in univariate 
regression, in consideration with the multivariate regression only two 
of the variable happened to have statistically significant relation. These 
two variables are the GDP of Germany and the DM rate of SDR. The 
coefficient of GDP is positive as it should have been theoretically but 
the sign of the coefficient of SDR rate is positive that should have been 
negative. The coefficient of GDP however has gone down from the form 
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of equation 94 and finally in the equation 97 it is only 0.2 to mean that 
increase of GDP by 1 billion Deutsch Mark leads to promote the export 
to Germany by US $ 0.2 million. The coefficient seems much more 
sensible than the earlier one. The other coefficient of SDR rate in 
Deutsch Mark was 180 in equation 97. The equation however takes a 
good fit to hold an R-square of 96.4 percent. Equation 98 and 99 fail to 
hold any estimate of statistical significance. 
3.3.6.2 Import of Bangladesh from Germany 
Discussion would now concentrate on the import of Bangladesh from 
Germany as the dependent variable. The result of univariate and step-
wise regression are presented in Table 3-25. In course of univariate 
regression the Deutsch Mark rate of US dollar holds a coefficient of 
statistical significance as represented in the equation 101. The coefficient 
takes a positive value of 111 which is consistent with the theoretically 
expected sign. Importers of Bangladesh should be motivated to promote 
import when the Deutsch Mark rate is higher against US dollar. In that 
case the importer would need lees of US dollar to import the 
commodity of the same price. But this again calls for enquiring into the 
nature of the product and its elasticity. If the product is a capital good 
or any other good, which is imported by foreign aid, the importer may 
not have a choice to or not to import. It had already been mentioned 
earlier that as much as 50 percent of the import from Germany is made 
under credit arrangement or project aid. Similarly, if the elasticity is too 
low then there would be little scope to promote import even if it is a 
corisumer good. The first point is called a structural reason and the 
second point is the one of elasticity. Both the points would get more 
concentration in the following Chapters when discussion would focus 
on commodity-wise import and its elasticity. 
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Among the univariate forms of regression the other two cases where the 
coefficient holds statistical significance are equation 103, which relates 
the GDP of Germany with import and equation 104 that relates export 
of Germany. In both the cases the sign is theoretically consistent. 
Equation 103 indicates that an increase in German GDP by 1 billion 
Deutsch Mark leads to promote import of Bangladesh by US $ 0.07 
million. Equation 104 shows that an increase of German export by US $ 
1 billion leads to promote import from Germany by US $ 0.4 million. It 
should be mentioned tiiat the two independent variables are not of 
same denomination, one is in US dollar and the other is in local 
currency as is customary, respectively, to quote the export and the GDP 
of any country. In rest of the cases the coefficients are not statistically 
significant. 
In the multivariate phase of step-wise regression most of the 
independent variables failed to demonstrate statistically significant 
relations. The equations representing the regression estimates are from 
no. 105 to no. 108. Only in two of the four cases, the US dollar rate in 
Deutsch Mark is the only variable that held a coefficient statistically 
significant. The coefficient held a value of 222 and 228 to indicate that if 
the US dollar rate in Deutsch Mark increases by 1 Mark that leads to 
promote the Bangladeshi import from Germany by US $ 222 million. 
This could be an argument for Germany to depreciate her currency but 
in no way justifies the devaluation of Bangladesh to reduce the import 
from Germany. 
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3.3.7. Hong Kong 
Trade relation with Hong Kong contributes around 15 percent of the 
trade deficit of Bangladesh during the period of study. Export of 
Bangladesh is less than 2 percent of the total export of Bangladesh, 
whereas the import from Hong Kong is around 7 percent of the import 
of Bangladesh. 
3.3.7.1. Export of Bangladesh to Hong Kong: 
Regression estimates of export to Hong Kong are presented in Table 3-
26. The estimates of univariate regression take the form of equation 109 
through equation 112. It has been observed that none of the coefficient 
of the independent variable except one is statistically significant. The 
only significant coefficient is the one of import of Hong Kong. It takes a 
positive sign, as was expected, and takes a value of 0.5. It indicates that 
an increase in the import of Hong Kong by US $ 1 billion leads to 
promote the export of Bangladesh to Hong Kong by an amount of US $ 
0.5 million. The figure may be biased by an overestimation but the 
nature of functional relation is conceptually appealing and statistically 
evident. The coefficient of determinant suggests as much as 50 percent 
of the variation in the export to Hong Kong could be explained by the 
single independent variable. 
Among the empirical result of step-wise regression as represented by 
the equation 114 through equation 117, not a single regression could 
establish any significant relation. The same independent variable of 
import of Hong Kong could have been the only candidate as the t 
statistic in two of the cases of multivariate regression happened to have 
a t-ratio which was although not significant at 5% level but definitely at 
10% level. The coefficient of the variable however is rather high to an 
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amount of 1.25 and 1.26. In the final form of multivariate regression that 
takes the form of equation 117, the coefficient of determinant has 
become 0.73. 
The reason behind the poor performances of regression estimates can be 
a host of factors. The dependent variable is tiie export of Bangladesh to 
Hong Kong which is very little a segment of the total import of Hong 
Kong. Regarding the GDP of Hong Kong, fluctuations are too much to 
be identified in terms of economic activity responsive to the dependent 
variable. Regarding the exchange rates, none could contribute to 
promote the export of Bangladesh because the market is not competitive 
enough. The reasons behind the changes in the export of Bangladesh to 
Hong Kong may be so structural that the little advantages of exchange 
rate can not influence the activity. Elasticity might be reason as well that 
would be taken under consideration in the next chapter. 
3.3.7.2. Import of Bangladesh from Hong Kong: 
Regression estimates of import from Hong Kong are presented in Table 
3-27. Like the other coxmtries above, the independent variables under 
consideration are Hong Kong dollar rate per SDR, Hong Kong dollar 
rate per US dollar. Conversion rate of Bangladeshi Taka per Hong Kong 
dollar, GDP of Hong Kong and the export of Hong Kong. The GDP 
figures are in billions of Hong Kong dollar, as is customary to show the 
national income of a country, and the export of Hong Kong, just like the 
dependent variable of Bangladeshi import from Hong Kong is 
expressed in millions of US dollar. The results are expressed in millions 
of US dollar. The results of univariate regression take the form of 
equation 118 through equation 122. None of the slope coefficient was 
statistically significant; neither at 5% level nor at 10% level. The 
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multivariate regression through step-wise form takes the form of 
equation 123 through equation 126. All the coefficients of equation 123, 
124 and 125 failed to hold statistical significance at 5% level Some of the 
coefficients are significant at 10% level like the one of export of Hong 
Kong. However the equation 126, which takes all the independent 
variables into consideration, holds two of the coefficients that are 
statistically significant at 5% level. These are of export and GDP. The 
sign of the coefficient of the export variable is positive, as anticipated, 
and takes a value of 12.4. This indicates that an increase in the export of 
Hong Kong by US $ 1 billion leads to an increase in the import from 
Hong Kong by US $ 1.24 million. The other coefficient of statistical 
significance is that of GDP. The sign of the coefficient is however 
negative and the coefficient is 2.02. In fact, in each and every case of the 
multivariate form of step-wise regression the coefficient of GDP 
happened to hold a negative sign. In the final case, the regression 
indicates that increase in the GDP of Hong Kong by cin amount of Hong 
Kong $ 1 billion leads to a reduction of import of Bangladesh from 
Hong Kong to an amount of US $ 2.02 million. It is not conceivable as to 
why import of Bangladesh should reduce with income promotion of 
Hong Kong. It may suggest that the product-mix of Hong Kong that 
develops in consequence of income promotion is different from the line 
of import of Bangladesh from Hong Kong. For example, the new 
product-mix of Hong Kong may hold a priority to luxurious goods and 
the goods may be so luxurious that a poor country like Bangladesh may 
not be capable of importing them. To substantiate the view we need 
more information both about the new product-mix of Hong Kong as 
well as the one of import of Bangladesh and that is what is beyond the 
purview of the present study. 
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3.4. Conclusion 
The present chapter has concentrated on the country-specific foreign 
trade of Bangladesh during the period from 1990-91 to 2000-01. There 
had been two sections of analysis. In the first section, it had been 
noticed that the foreign trade of Bangladesh during the period was 
mainly coniined to only 22 countries. The criteria of these 22 coimtries is 
that each of these countries had a share in export or import of 
Bangladesh or trade balance with Bangladesh to an extent of more than 
1 percent for more than one occasion during the period. The other 
observation of that section is that foreign trade of Bangladesh with most 
of these countries resulted in trade deficit in the context of Bangladesh. 
This means that Bangladesh exports less to these countries than imports 
from these countries leading to generate an overall trade deficit of 
Bangladesh. 
In the second section, the countries had been short-listed to seven 
countries designated as the "most important trading partners". The 
criteria to be "most important trading partners" is that each of the 
countries shared to an extent of more than 10 percent of the average 
export, import or trade deficit of Bangladesh. The countries are USA, 
India, Japan, China, Germany, Singapore and Hong Kong. A regression 
approach had been undertaken to explore the variables that has 
functional relation with the export of Bangladesh to any of these 
countries or import of Bangladesh from any of these countries. The 
independent variables imder consideration were 3 different foreign 
exchange rates, the GDP of the respective country and the total import 
of that country in case of export of Bangladesh to that country (being 
the dependent variable), and total export of that country in case of 
import of Bangladesh from that country. The three exchange rates were 
114 
CHAPTER THREE: COUNTRY-SPECIFIC FOREIGN TRADE AND DEVALUATION 
the conversion rate of US dollar to the domestic currency of that 
particular country (for USA this rate had been substituted by the Euro 
rate in US dollar), the rate SDR in the domestic currency and the 
conversion rate between Bangladeshi Taka to the domestic currency of 
that particular country. The role of devaluation is implied in the 
conversion rate of Taka to the respective foreign exchange. 
The regression approach used both the univariate and the multivariate 
regression in a step-wise form. It had been observed that in most cases 
the univariate regression provided result in favor of the effectiveness of 
devaluation whereas the multivariate regression failed to hold that 
significantly. The univariate regression, as had been observed in the 
chapter, suffers from oversimplification. For example, even in cases of 
import data being the dependent variable, it had been observed to have 
a highly significant positive functional relation with the exchange rates. 
This can not be true. Effects of devaluation on import should be that 
import would be reduced if the devaluation is effective, or import 
would not be reduced if devaluation is not effective. But in no way, 
import can increase as an effect of devaluation. This clearly contradicts 
all theories. The empirical regression line under such theoretically 
inconsistent cases, would take the form of positive functional relation 
between exchange rate of Bangladesh and import from any of the stated 
countries. Thus, it had been suggested that univariate regression suffers 
from over-simplification. 
The multivariate regression analysis of the step-wise form, taking all the 
independent variables mentioned above under consideration, provided 
almost similar results. The independent variable that implies the 
devaluation of Bangladesh, i.e., the conversion rate of Bangladesh Taka 
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and the respective foreign exchange failed to observe statistically 
significant relation in most cases of both export to and import from each 
of these countries. Not only that particular independent variable failed 
to observe statistical significance but also the other independent 
variables performed very poor in terms of statistically significant 
coefficient of slope. However, the R-square in most cases had been very 
impressive. This leads to generate the typical problem of multi-
collinearity. This is not indeed surprising. Macroeconomic variables of 
an economy are somehow interrelated with each other. Also that the 
three exchange rates, taken under consideration, might have some 
interdependence that led to generate the same problem of multi-
coUinearity. However, it can be safely said that the analysis failed to 
observe the effectiveness of devaluation in the case of multiple-
regression. 
The observations of the present chapter are confined to the country-
specific issues. This is one kind of segregation of foreign trade. The 
other kind of segregation is decomposition of foreign trade based on 
different lines of export and import of commodities. The next chapter 
deals with such an analysis of foreign trade according to different lines 
of export and imports and the respective responses in consequence of 
devaluation. 
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Figures in parentheses are the t statistic. The astensl< with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 























































































Figures in parentheses are the t statistic. The asterisk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 
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Figures in parentheses are the t statistic. The asterisk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 























































































Figures in parentheses are the t statistic. The asterisk with t-statistic indicates statistical 
significance of the conesponding estimate at 5% level. 
Source: Appendix 3-2 
118 
CHAPTER THREE: COUNTRY-SPECIFIC FOREIGN TRADE AND DEVALUATION 























































































Figures in parentheses are the t statistic. The asteris/c with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 























































































Figures in parentheses are the t statistic. The asterisk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 
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Figures in parentheses are the t statistic. The asterisl< with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 




















































































Figures in parentheses are the t statistic. The asterisk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 
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Figures in parentheses are the t statistic. The asterisk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 




















































































Figures in parentheses are the t statistic. The astensk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 
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Figures in parenttieses are the t statistic. Ttie asterisl< with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 




















































































Figures in parentheses are the t statistic. The asterisi< with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level. 
Source: Appendix 3-2 
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Figures in parentheses are the t statistic The astensk with t-statistic indicates statistical 
significance of the corresponding estimate at 5% level 
Source Appendix 3-2 
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TRADE AND DEVALUATION 
CHAPTER FOUR: COMMODITY-SPECIFIC FOREIGN TRADE AND DEVALUATION 
4.1. Introduction 
The present chapter concentrates on the commodity-specific foreign 
trade of Bangladesh during the period from 1990-91 to 2001-02. Both 
exports and imports are dealt with different regression approaches to 
regression. The chapter contains three sections. Section 4.2 deals with an 
ordinary regression analysis, section 4.3 deals with multi-variate 
regression and section 4.4 deals with a log-linear regression analysis. 
Both export and import would be discussed separately in different sub-
sections of each of the sections. Section 4.2 and section 4.3 deals with 
quarterly data, whereas section 4.4 deals with the annual data. 
4.2 Ordinary Regression of Commodity-Specific Foreign Trade 
(Quarterly Data) 
To analyze the effects of devaluation on export and import a regression 
approach is a customary method. It assumes that export and import are 
the dependent variable and foreign exchange rate is the independent 
variable. If devaluation was effective then it should influence trade 
performances, which should be reflected in the regression parameters of 
the coefficient of determinant, statistical significance of the coefficient of 
the slope, F-ratio and so on. The regression approach here assumes only 
one independent variable of foreign exchange rate that may be an over-
simplification and considering that aspect a multivariate regression is 
also warranted that would be done later in this chapter. The main 
significance of the present analysis is that it uses quarterly data, which 
is very important to assess the effects of devaluation, since devaluation 
is a money market phenomenon. However, most of the data relevant to 
devaluation make more sense in its annual form. Like the national 
income or the price level should be accounted annually rather than 
quarterly. To include such kind of data in the analysis the importance of 
125 
CHAFIER FOUR: COMMODirY-SPHCIFlC I'ORlilGN IRADl- AND DEVALUA'llON 
quarterly data in evaluating the effects of devaluation needs to be 
ignored. So the purpose of present discussion is to identify the 
functional relation between devaluation and export and import 
performances. Sub-section 4.2.1 deals with export and subsection 4.2.2 
deals with import. 
4.2.1. Analysis of Quarterly Exports: 
The regression estimates of total export and commodity-wise export 
have been regressed against the foreign exchange rates and the 
regression parameters are presented in Table 4-1 and 4-2. Assuming 
that total export is functionally dependent on a single independent 
variable of foreign exchange rate the regression takes a very high F-
value of 332 suggesting a strong function. The coefficient of the 
independent variable takes a positive sign to indicate that increase in 
foreign exchange rate, alternatively known as devaluation, led to 
increase the total export taking the quarterly data from July 1991 to June 
2001 into consideration. The coefficient is statistically significant at 5% 
level as the t statistic is 18.2. The figures suggest as much as an amount 
of Tk 3596 million of export increased due to one Taka increase against 
a US dollar. The coefficient of determinant is also as high as 0.88 to 
indicate that the foreign exchange rate is capable of explaining the 
change to an extent of as much as 88 percent. The intercept is also 
statistically significant and takes a very high negative figure to imply 
the steepness of the regression equation. 
To make an inference on aggregate data on such an issue of devaluation 
is too naive as the foreign exchange rate advantages by virtue of 
devaluation works differently for different commodities. So the total 
export needs to be segregated into different commodities. 
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Table 4-1: Regression Estimates of Total Export, Jute Goods, Raw Jute, 























































The figures in parentheses indicate the t-ratio. The single asterisk sign indicates that the 
estimate is significant at 5% level and the double asterisk sign indicates that the estimate 
is significant at 10% level. 
Table 4-2: Regression Estimates of Tea, RMG, Fertilizer and Others 










































The figures in parentheses indicate the t-ratio. The single asterisk sign indicates that the 
estimate is significant at 5% level and the double asterisk sign indicates that the estimate 
is significant at 10% level. 
The first commodity in consideration is the Jute goods. Jute is the most 
traditional export commodity of Bangladesh. During the period under 
consideration the sector as a whole shared as much as 10 percent of the 
total export of Bangladesh. The sector has been divided into tv^o 
categories, jute goods and raw jute because of the unique nature of the 
two categories. Jute goods are industrial output and raw jute is 
agricultural output. Jute goods enjoy long gestation period and raw jute 
face adversities in that consideration. Both price and income elasticity of 
jute goods and raw jute are often argued different. The regression 
estimates of jute goods against foreign exchange rate had been 
presented in Table 4.1. It shows that the functional relation is very poor 
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as the F ratio is only 5.7. The slope coefficient is positive as is expected 
to imply the effectiveness of devaluation in export promotion of jute 
goods. The coefficient of the slope takes a value of 27.2 with a t-ratio of 
2.4. It seems the coefficient is statistically significant at 5% level. It 
indicates that ITaka devaluation per US dollar led to an increase in the 
export of jute goods by an amount of Tk 27.4 million. The coefficient of 
determinant is as low as 0.11 to indicate that only 11 percent of the 
variation in the export of jute goods could be explained by the foreign 
exchange rate. It seems that movements of export of jute goods are due 
to many other reasons like structural ones. 
Regression estimates of raw jute are the poorest in the Table 4.1 both in 
terms of r-square and the F ratio. The slope coefficient of 5.1 is not 
statistically significant to mean that the coefficient could be zero as well. 
The r-square shows that only 1.1 percent of the variation of the export 
of jute goods could be explained by the foreign exchange rate. The F-
ratio is only 0.5. The intercept term is however significant to indicate 
that ignoring the independent variable does not lose much to state the 
variable. Thus, it can be said that devaluation is not effective in export 
promotion equally in all lines of products. Product like raw jute failed 
to experience any promotion of export by virtue of devaluation. 
Skin and hides constituted 5% of the export of Bangladesh during the 
period under study. Movement in the export of the sector had been 
explained by the foreign exchange rate by an extent of 68 percent. The 
F-ratio is 89 to suggest a good functional relation of the regression. The 
slope coefficient is positive with an absolute value of 84 The t statistic of 
9.5 suggests the coefficient is statistically significant. It indicates that 1 
Taka change in exchange rate brings about an export promotion of skin 
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and hides by an extent of Tk 84 million. Based on these, it can be said 
that devaluation w a^s successful in the export promotion of the sector. 
Fish is a grow^ing export sector of Bangladesh. During the period under 
study the sector shared 7.5 percent of the total export of Bangladesh. 
The functional relation is fairly acceptable with the F ratio of 21.7. The 
slope coefficient is 143 with a t statistic of 4.7. It shows that the estimate 
is statistically significant at 5% level. Changes of 1 Taka in foreign 
exchange rate led to promote the fish export by an extent of Tk 173 
million. As much 34 percent in the variation of fish export could be 
explained by the exchange rate. The effectiveness of devaluation in the 
sector can be said moderately high. 
Tea is a very old line of export of Bangladesh and although the sector 
shared only 1% of the total export of Bangladesh, the importance of the 
sector can never be undermined in view of the fact that Bangladesh is 
an important member of the Association of Tea Exporting Countries. 
Since our data sample is based on quarterly data, there must have some 
seasonal fluctuation in the export of tea that contiibutes adversely to the 
regression form. The slope coefficient is negative to indicate that 
devaluation contributed adversely to promote tea export. The t ratio of 
2.1 suggests the estimate is not statistically significant. The F ratio of 4.5 
indicates that the functional relation is indeed poor. The r square 
indicates that only around 19 percent of the variation in tea export 
could be explained by the independent variable of foreign exchange 
rate. Thus devaluation was totally ineffective in export promotion of 
tea. 
Next comes the Ready-Made Garment (RMG) sector. Since the multi-
fiber arrangement of the then GATT and the preferential quota 
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arrangements for Bangladesh to some Western countries the sector had 
developed since early 80s as a very growing export sector of 
Bangladesh. During the period under consideration the sector along 
with hosiery sector shared around 68 percent of the total export of 
Bangladesh. One of the reasons behind such a huge share of the sector is 
that the sector is an import dependent sector whereas actual value 
addition can be no more than 25-30 percent. This means that for an 
export of around $100 of RMG there is an import content of $70. The 
sector should have then considered fetching $ 30, rather than $100, but 
due to some technical reasons it is not possible to identify the actual 
value addition and so, the sector had been continued to be considered 
to share both in export and import by the amounts of export of RMG 
and import of RMG, respectively. One of the implications of this point 
is that an export of $100 of RMG is not equally comparable with the 
export of the same amount by tea, for example. The other implication is 
that because of huge and fabricated contribution of this sector with 
regard to the share in total export, the percentile contribution of some 
genuine sector becomes understated. This suggests that the contribution 
of tea sector being 1 percent is an understatement. Despite this, RMG is 
the most important sector sharing the highest contribution to the total 
export of Bangladesh during the period under consideration. 
The F ratio of 393 indicates that foreign exchange rate is a sound 
independent variable to determine the functional relation of the export 
of RMG sector. The coefficient of the slope is statistically significant. The 
coefficient suggests that 1 Tk change in foreign exchange rate led to 
promote RMG and Hosiery export by an amount of Tk 3015 million. 
The coefficient seems overestimation as is demonstrated by a 
statistically significant negative intercept of a very high value of Tk 
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100818 million. The coefficient of determinant suggests that as much as 
90.3 percent of the variations in the RMG export can be explained by the 
rate of exchange. This r square can be compared w i^th the r square of the 
regression of the total export, which was 88.9 percent. It may be argued 
that the huge share of RMG in total export of Bangladesh contributed to 
the total export variable to have a better r square undermining the role 
of devaluation in other sectors. In fine, there are enough evidences to 
suggest devaluation is effective to promote export of the RMG sector 
based on the single variable regression. 
Fertilizer is one of the very few industrial sectors contributing to the 
export of Bangladesh. Due to more availability of gas this sector 
becomes even more potential. During the period under consideration 
the sector however contributed only around 2 percent of the total export 
of Bangladesh. The regression estimates suggest the fit is indeed poor. 
The F ratio is only 1.6. The r square is 3.6 percent to suggest that very 
little of the variation in Fertilizer export could be explained by the 
foreign exchange rate. The coefficient of slope fails to have a value of 
statistical significance, as the t statistic is only 1.25. These evidences that 
devaluation failed to promote export of fertilizer. 
"Others" is not a sector by it self yet needs to have reading regarding 
the response of devaluation. Contribution of "others" to total export 
during the period under study takes a share of 6.5 percent. The F ratio 
suggests a strong regression fit. The coefficient of determinant suggest 
as much as 88 percent of the variation could be explained by the foreign 
exchange rate. The slope coefficient is positive and statistically 
significant. The figure suggests 1 Taka change in the exchange rate 
promotes export by an amount of Tk 359 million. The slope should be 
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related with a statistically significant intercept of very high negative 
value that demonstrates the influence on very steep functional relation. 
Devaluation seems very much effective to promote export of "others" 
based on their quarterly nominal data. 
4.2.2. Analysis of Quarterly Imports 
The present section deals with an analysis of import performances 
during the period under study with a view to evaluating the role of 
devaluation in the movement of import. Import would be decomposed 
among the different sectors considering the fact that different sectors 
would be influenced differently by the devaluation. Theory says that 
elasticity of demand and supply matters to ensure effective devaluation. 
Different sectors of import hold different elasticity and that calls for a 
sector wise decomposition of imports rather than the total import. The 
issue of elasticity would be addressed more precisely in next sections. 
Just like the previous section, quarterly data is used here to evaluate the 
effects of devaluation on import. It is theoretically expected that due to 
devaluation import should go down. Devaluation makes import costlier 
and other things remaining constant domestic marketing price of 
imported goods get higher. Thus, a single variable regression, assuming 
that foreign exchange rate is the only independent variable of import, 
should provide an empirical slope having negative coefficient of 
statistical significance. 
The empirical regression line of total import being regressed against the 
conversion rate of US dollar takes the form as presented in Table 4.3. It 
shows that the slope is statistically significant and takes a positive 
coefficient as opposed to the anticipated negative one. The r-square 
suggests as much as 90 percent of the variations in quarterly import 
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could be explained by the foreign exchange rates. The f-ratio is 413 
indicating a very good fit. The coefficient of slope is 4680 to mean that 
one-Taka change in conversion rate leads an import promotion of as 
much as Tk 4680 million, which is indeed too high. A part of the 
anomaly can be suggested in the form of under estimation of the 
intercept term, which is also significant and takes a very high negative 
value. The regression line is so steep that it starts from negative axis 
suggesting the import would be negative if there were no devaluation. 
The whole proposition is insensible and that might be an indication of 
the statistical anomaly. What is much more sensible is that devaluation 
failed to curtail import during the period, rather than the statistical 
findings suggest that devaluation contributed to promote imports. 
Such a regression suffers from two major limitations. Firstly, the 
specification that total import is a function of only one independent 
variable of foreign exchange rate is oversimplification. It would have 
been better if import could have been addressed in a multiple 
regression form, which would be done in the following sections. The 
reason behind the use of this over-simplified form is to isolate the role 
of devaluation in its isolated form. A multiple regression would be 
relevant only when it is evident that the single variable of conversion 
rate fails to explain the movement of import satisfactorily. The 
proponents of devaluation argue that devaluation is very effective to 
reduce import by itself and quite often they do not consider devaluation 
to be complemented by different factors. The second limitation of the 
present form of regression of total import against conversion rate is that 
of the one of totality. Even if the devaluation was effective still then it 
may not had been equally effective in all the different sectors of 
imports. In some sectors devaluation could have been more effective 
and in some sectors it could have been less effective. More over, in 
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certain sectors, like the one of capital goods, reduction of import is not 
desirable either. To overcome this limitations, import should be 
decomposed into different sectors and import of each sector should be 
regressed separately against the conversion rate to find out as to how 
movement of that could be explained by the conversion rate. Attempt 
would be made now to regress the import of each sector against the 
conversion rate. 
While approaching to the classification o( import during the period 
under study, it has been noticed that the basis of classification of import 
of Bangladesh had been reformed in the year of 1997 and that forced us 
to divide the present analysis into 2 periods, one from 1991 to 1997 and 
the second from 1997 to 2002. 
The composition of import during the first period under consideration, 
i.e., from 1991 to 1997, can be decomposed into four main categories, 
viz., (i) food sector, (ii) minerals, plastic and chemicals sector, (iii) input 
sector comprising raw hides, woods, textile articles including cotton 
and fibers, cement, and pulp and paper, and (iv) capital goods and 
machineries, vehicle and vessels and base metals. These four categories 
altogether consumed on an average 70% of the total import of 
Bangladesh. The rest 30% of the import would be taken under 
consideration as well under the head of "others". These make 5 sectors 
in total. Share of each sector to the total import and the regression 
estimates are shown in Table 4.3. 
The food sector is comprised of rice, wheat and other edible spices and 
prepared foods. The sector attracted 11 percent of import on an average 
during the stated period. The regression estimates suggest not a poor fit 
as the F-ratio is 11.4 and the r-square is moderate. Around 34 percent of 
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the variations in import of foods items could be explained by the 
independent variable. The slope coefficient is statistically significant at 
5% level and takes a positive sign. The estimates indicate that an import 
of Tk 1020 million of foodstuff increases in consequence of 1 Taka 
change in conversion rate. The intercept term is also significant at 5% 
level with a very high negative figure of Tk 140137 million. This 
indicates the high fluctuation of the regression line. One of the reasons 
attributed to the high fluctuation is that earlier government used to 
import food grain under a commodity aid program which is not within 
our purview due to its unique nature of bilateral arrangement. Since 
mid 90s the program had been discontinued and that increased the 
import of food grain suddenly. However, the univariate regression 
suggests that increase in import of foodstuff is functionally dependent 
on foreign exchange rate very evidentially. There is enough scope to 
raise question of validity of the statistical observation, as there is no 
apparent reason behind a positive functional relation between the two 
variables. Increased foreign exchange rate makes food grain costlier and 
there should be a trend of reduction of the import. Due to its unique 
nature of low price elasticity it may not be possible to reduce the import 
but it should not have increased either as an effect of devaluation. It 
casts doubt on the validity of uruvariate regression and invokes a 
multivariate regression that would be done in the next subsection. 
The chemical and mineral sector shared more than 17 percent of the 
total import of Bangladesh during the period under study. The r-square 
indicates that the regression line could explain 69 percent of the 
variation. The F-ratio of 50.7 suggests to reject the null hypothesis that 
the functional relation is not true. Both the coefficient of slope and 
intercept are statistically significant. The slope coefficient takes positive 
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sign, as opposed to the theoretically expected negative one. The 
coefficient indicates that one Taka increase in the conversion rate leads 
to promote import of minerals and chemicals by an extent of Tk 1794 
million The intercept term is also alarming as it takes a very high 
negative figure. 
The inputs of textile and leather sector consumed 25 percent of the total 
import during the period. Both the coefficient of determinant and the F-
ratio suggest a very good regression fit. The r-square indicates that the 
regression explained 79 percent of the variation. The linear line of 
regression is statistically significant in terms of the coefficients of both 
slope and intercept. The slope is positive and takes a figure Tk 2803 
million. The intercept holds very high negative figure just like the other 
regression lines of the present discussion. Since a large portion of this 
sector had been consumed by the ready-made garments (RMG), which 
is the most important export line of Bangladesh of late, the nature of the 
steep regression line can be attributed to the growth of the RMG sector. 
The capital goods and machinery sector consumed 17 percent of the 
total import. The regression parameters presented in the Table shows a 
very good regression fit. The coefficient of determinant claims that the 
regression line explains 74 percent of the variations. The slope 
coefficient is significant and takes a positive figure of Tk 2402 million as 
the marginal change for one Taka devaluation. The intercept terms is 
the typical high figured, negative and significant. 
The "others" sector is not ignorable as it consumed 30 percent of the 
import during the period. The Regression parameters are somewhat 
similar to the main line of imports. The r-square is slightly lower than 
those of input and capital goods. The regression line explained 49 
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percent of the variation. The slope coefficient is statistically significant 
and holds a high positive value of Tk 1709 million as the marginal 
increase for one Taka devaluation. The intercept is similar to the earlier 
one, significant, negative and high figured. 
Table 4-3: Regression Estimates of Total & Commodity-wise Import 
(From 1990-91 to 1996-1997) 



































































Source: Appendix 4.2 
The figures in parentiieses indicate the t-ratio. The single asterisl< sign indicates that the 
estimate is significant at 5% level and the double asterisk sign indicates that the estimate 
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Source: Appendix 4.3 
The figures in parentheses indicate the t-ratio. The single asteris/c sign indicates that the 
estimate is significant at 5% level and the double asterisk sign indicates that the estimate 
is significant at 10% level. 
Regression parameters of all the five sectors above indicate that there is 
no statistical evidence that devaluation could contribute to curtail import. 
Empirical observations indicate that both the dependent and 
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independent variables experienced an increasing trend during the period 
under study. To be more specific, each line of export and import had 
increased along with the increase in the conversion rate of US dollar in 
Taka during the same period and that led to generate a positive 
functional relation in the empirical regression line. The findings are 
contrary to theory as well as the argument of policy makers favoring 
Devaluation. 
Although statistical evidence of the present section refutes the role of 
devaluation in import reduction but the use of univariate regression 
suffers from oversimplification. Thus, the implication of the present 
discussion is only that there had been no statistical evidence of import 
reduction in any line of import as an effect of devaluation. The present 
analysis suggests a multivariate regression is needed to complement the 
present discussion that will be done in the next section. 
The traditional method of classification of import goods had been 
thoroughly revised in 1997 and since then line of import had been 
accounted in a modem method. Considering the period under the 
present study it seems that there are as many as 20 quarters since the 
introduction of the new method of classification. Although it is not 
desirable to break data during the period under study but the present 
discussion prefers to quarterly data much more than any thing else and 
only to honor that preference data had been broken into two parts. Rest 
of the discussion on import in following sections would deal with 
annual data where there would be no need of breaking the data. Based 
on the new classifications, the main lines of imports are food (not-
necessarily comparable with the food sector of import discussed 
earlier), petroleum, chemicals, textiles and capital goods. 
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The food related import includes rice, wheat, live animals, milk, spices, 
vegetable and animal fats, edible oil seeds, coconut oil and sugar. The 
sector shared 10.9 percent of the total import during the period. The 
regression estimates of food import against foreign exchange rate had 
been shown in Table 4.4. Neither the coefficient of slope nor the one of 
intercept is statistically significant. The slope coefficient is negative as 
was expected theoretically. The r-square and F ratio indicate a very 
poor regression fit. Import in the sector had gone down although 
insignificantly with devalued conversion rates. The coefficient of slope 
indicates that a decrease of Tk 112 million of import had been observed 
due to change in exchange rates by one Taka per US dollar. The result is 
however not consistent with the observation of the first part of the 
period under study. Petroleum had been introduced since 1997 as an 
independent sector comprising only crude petroleum and POL. The 
sector consumed 7.1 percent of the total import during the same period. 
The F ratio is 35 with the coefficient of determinants suggesting 66 
percent of the variation in dependent variable could be explained by the 
independent variable. All the regression estimates are statistically 
significant at 5% level. The slope coefficient is positive and holds a 
value of Tk 559 million. 
The other sector called chemicals includes chemicals, pharmaceuticals, 
cement and fertilizers. The sector attracted 6.3 percent of total import 
during the period. The regression estimates shows all the parameters 
statistically significant. The slope coefficient is positive and takes a very 
high value of Tk 3873 million with a negative intercept. The coefficient 
of determinant shows that as much as 85 percent in the increase of the 
variable is due to increased conversion rates. The F ratio is 101 
suggesting a very good fit. 
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The textile sector is an export-oriented sector that involves a huge 
extent of import content. The sector includes dyeing materials, cotton 
and yam, staple fibers and other textile articles. The sector shares as 
much as 22.6 percent of the total import during the period under 
consideration. The slope coefficient of the function of textile articles is 
statistically significant and takes a positive value of Tk 532 million The 
intercept however is not statistically significant. The coefficient of 
determinant suggest as much as 44 percent of the variation could be 
explained by devaluation. 
The sector of capital goods includes iron and steel, machineries and 
other capital goods including transport vehicles. The sector consumes 
the highest percentage among the different lines of import to an extent 
of 31.6 percent of the total import. All the parameters of the regression 
are statistically significant. The coefficient of slope indicates that one 
Taka devaluation leads to an increase in the import of capital goods by 
an extent of Tk 1667 million. The coefficient of determinant suggests 
that 64 percent of the variation of the import of the sector could have 
been explained by the conversion rate. The F-statistic suggests a very 
good regression fit. 
The discussion above shows that empirical findings suggest 
devaluation failed to contribute to reduce import. Excepting the food 
sector no other sector happened to hold a negative coefficient of slope 
as was warranted to conform to the theory. Yet most of the regression 
lines demonstrated very good regression fit. Thus empirical evidence 
does not hold the argument that devaluation in Bangladesh during the 
period under consideration was made to improve the balance of trade 
deficit through increased export and reduced import. The empirical 
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evidence of quarterly data suggests a positive functional relation 
between export and devaluation as well as import and devaluation. 
Since both the variables of export and imports considering different 
lines of export and import had observed increasing trends there is a 
statistical biasness that deserves attention. 
4.3. Multivariate Regression on Commodity-Specific Foreign 
Trade (Quarterly Data) 
In the last section of analysis an effort had been made to assess the 
functional effects of devaluation on total and commodity-wise exports 
and imports of Bangladesh by means of classical linear regression 
taking only one variable of foreign exchange rate under consideration. 
It had been observed that the specification of the function suffered from 
oversimplification. It had been mentioned, as well, that the prime focus 
was on quarterly data in view of the nature of devaluation being a short 
run phenomena. Statistical evidences indicated that both exports and 
imports increased significantly (except in few cases) along with the 
conversion rate and as such regression-fit was rather exaggerated. It is 
somehow explainable that because of devaluation export had increased, 
but it is hardly defendable that the same happened in case of imports as 
well. There is no apparent reason to increase import as an effect of 
devaluation. The specification of the regression needs to be improved 
with further insight into the theoretical form. It has been stated that 
there are certain macroeconomic variables like national income and 
price indices that deserve attention while specifying the functional 
forms and because of their annual definition could not be taken under 
consideration of quarterly data. In view of that annual export and 
import would be taken under consideration in some following sections. 
But the analysis of quarterly data must not be left at this point without 
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having a more convincing outcome. The present effort is thus to 
evaluate quarterly data by means of a multivariate regression. 
In addition to the independent variable of foreign exchange rate used in 
the discussion above a number of independent variables are warranted 
to be taken in consideration of the quarterly data. The additional 
variable includes one of the variable called devaluation. The absolute 
rate of conversion fails to qualify the definition of devaluation. Only 
that a devaluation changes the conversion rate is the only implication of 
devaluation in the foreign exchange rate. So the convention of using the 
foreign exchange rate as a proxy of devaluation is not conceptually 
sound. Devaluation is the changes on the conversion rate in relation to 
the last rate prevailed and as such the devaluation variable would be 
taken under consideration as an additional independent variable of the 
multivariate form. However, considering the fact that foreign exchange 
rate is also one of the independent variables, the use of devaluation may 
lead to the problem of multicoUinearity. To avoid that problem, the 
variable had been taken as a dummy variable. For the quarters 
experiencing devaluation the dummy variable takes the value of one 
and for the quarters without devaluation the dummy variable gets zero. 
The method is the commonly used application of dummy variable in 
regression as suggested in the textbooks of econometrics and statistics 
(Guzarati 2003, Mandala 1999, Levin and Rubin 1997). 
Another variable would be added to the multivariate form to 
compensate the effects of past figures. It is a common tendency of most 
of the macroeconomic variables to take a figure just because that was 
the figure in the past. There can be a more detailed form of cross 
sectional specification of the past, as well, as the present data that 
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accommodates a good number of cross-sectional data. Despite its 
conceptual superiority such specification suffers from a number of 
reasons. Firstly, it often fails to accommodate all the variables due to 
inadequate definitions. Secondly, that generates the problem of 
multicoUinearity, as there is a common tendency in macroeconomic 
variables to have mutual dependency. Thirdly, due to lack of 
availability and consistency of data such method is less popular for 
empirical observations. Taking the data of the immediate past as an 
independent variable is an alternative to such a cross sectional form 
with the argument that all the cross sectional variables that influences at 
present must have influenced in the immediate past as well, if not to a 
full extent but at least to a considerable extent. Taking the data of the 
dependent variable of the immediate past as an independent variable of 
the present data is a suitable alternative suggested in the textbook of 
statistics (Levin and Rubin 2000). Thus, a lagged variable would be 
introduced in the list of independent variables, which is essentially the 
same variable of the past quarter. Guzarati (2002) suggested in his 
famous econometric book to introduce time as an independent variable 
as well to improve the specification, which is taken as well in the 
specification of the regression. Thus, the regression analysis of the 
present section defines the functional form of export (Xj t) and import 
(Mi t) as following: 
Xi t/Mi t =f(time, exchange rate, devaluation, lagged variable) 
Where, Xn is the export of i-th commodity of t-th quarter, and Mit is 
the import of i-th commodity of t-th time. The dependent variable 
remains the same as in the last section, i.e., total export, export of each 
of the main commodities, total import and import of main commodities. 
The variable of devaluation is in its dummy form and so the coefficient 
of the variable must be used with certain caution. Another point 
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mentionable is that R-square used for multivariate regression is often 
argued as an exaggerated one and to make it more dependable the 
adjusted R-square had been used, rather than the typical R-square. The 
adjusted R-square is thus; 
- 7 'y u ,^ / (n - k ) 
R ' = I - ^ 4—^ 
Z y^ /(« - 1) 
Where, ^^is the adjusted R-square, ^ ",^^^ the Regressed Sum of 
Squares, and ut^  is the Total Sum of Square, k is the number of 
parameters including the intercept and takes a value of 5 in the above 
mentioned case, and n is the total number of observations and takes a 
value 44 in the present case as there are 44 quarters under 
consideration. 
4.3.1. Analysis of Quarterly Exports 
The regression estimates of quarterly data of export against the above-
mentioned foiir independent variables are presented in the Table 4.5. 
Equation 4.1 specifies the regression estimates of total export. The 
coefficient of determinant suggests that the regression has explained as 
much as 95 percent of the variation in dependent variable with a very 
high F ratio suggesting the relation is statistically significant. However, 
only one of the 5 parameters has the quality of statistical significance. It 
is the time variable, which takes a positive sign with a figure of 1269. 
This suggests that with the change of each quarter the increase in total 
export amounts to Tk 1269 million. None of the other variables are 
significant. The coefficient of foreign exchange rate is positive to 
indicate a trend of export promotion due to better conversion rates but 
that lacks statistical sigriificance. The coefficient of the dummy variable 
of devaluation holds a negative slope and lacks statistical support. The 
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t-statistic is 1.1 and the slope is negative 1889. The constant term holds a 
negative value v^ h^ich is not statistically significant. It seems that the 
regression fit of the last section, which was very impressive, is largely 
because of a poor specification of the functional form. 
Table 4-5: Multivariate Regressic 






















































































































































Source: Appendix 4.1 
The single asterisk sign indicates that 
double asterisk sign indicates that the 
the estimate is significant at 5% level and the 
estimate is significant at 10% level. 
The regression parameters of jute goods take the form of equation 4.2. 
The adjusted R-square is only around 11 percent to indicate that less 
than 11 percent of the variation could be explained by the independent 
variables. The F-ratio is only 2.3 suggesting the specification indeed 
poor. None of the coefficients of slope held statistical sigruficance. The 
coefficient of time however is significant at 10% level. Accordingly, 
export of jute goods increases by Tk 41 million on an average in each 
quarter. The coefficients of foreign exchange rate, devaluation and 
lagged import are all negative. This is due to the fact that jute goods 
experienced a number of reductions of export during the period under 
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Study. The intercept term of the equation is however statistically 
significant that indicates a strong export base of the product, which is 
one of the most traditional lines of export of Bangladesh. 
The regression of the other most traditional line of export of 
Bangladesh, raw jute takes the form of equation 4.3. The coefficient of 
determinant is only 11.1 percent with an equally poor F ratio of 2.3. 
None of the slope coefficients are significant. The coefficient of time is 
however significant at 10% level and holds a positive value indicating 
an increasing trend during the period under consideration. The 
coefficient of exchange rate is negative which is also significant at 10% 
level but not at 5% level. Thus a better conversion rate failed to promote 
the export of jute. The coefficient of dummy variable of devaluation is 
positive but not significant statistically. 
The regression line of export of skin and hides takes the form of 
equation 4.4. The coefficient of determinant indicates that as much as 69 
percent of the variations had been explained by the regression. The F-
ratio is also high as 28 suggesting to reject the null hypothesis that the 
relation is not true. However, only one of the coefficients is statistically 
significant at 5% level, which is the lagged variable of skin and hides 
exports. It seems that there may be a number of variables not included 
in the list of independent variables that contributed to the export figures 
and reflected in the data of the immediate past. The coefficient of 
devaluation is not significant even at 10% level. The coefficient of 
conversion rate also faUed to demonstrate significance at even 10% 
level. 
The regression line of Fish export takes the form of equation 4.5. The 
coefficient of determinant is 33 percent. The F-ratio is 6.6 not so poor to 
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accept the null hypothesis that the functional relation is not true. 
However none of the coefficients is significant at 5% level. The 
coefficient of time is statistically significant at 10% level. This indicates 
that promotion of fish export might have an increasing trend of Tk 113 
million per quarter on an average. The coefficients of other variables 
hold negative sign although not significant. The coefficient of 
devaluation holds a negative value of 631 with a t-statistic of 1.3 
suggesting not statistically significant. The negative sign is not 
explainable as devaluation is an incentive to export promotion. 
The regression parameters of Tea take the form of equation 4.6. The R-
square suggests that only around 8 percent of the variation could be 
explained by the regression. The F-ratio is also poor like 1.8 suggesting 
that the functional relation may not be true. None of the slope 
coefficient is statistically significant. Among the non-significant slopes, 
devaluation, the dummy variable held the highest t-statistic of 1.4. It 
seems that the coefficient is only significant at 15% level. The slope is 
however positive as expected theoretically and takes a value 76. The 
intercept term is sigruficant at 5% level and takes a positive value of 821. 
The most important sector of export of Bangladesh during the period, as 
stated already, is the Ready-Made Garments (RMG) and hosiery 
sector. The regression parameters take the form of equation of 4.7. The 
coefficient of adjusted R-square suggests that as much as 95 percent of 
the variation had been explained by the regression. The F-ratio suggests 
rejecting the null hypothesis that the functional relation is not true. 
However the coefficients of slopes are not very impressive. Only the 
coefficient of time variable had been observed statistically significant at 
5% level. It demonstrates that an amount of Tk 987 million increases in 
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each quarter throughout the period in the export of the sector. The 
coefficient of devaluation is negative with a t-statistic of 1.2 suggesting 
there is no evidence of export promotion in the sector during the 
quarters of devaluation compared to the quarters without devaluation. 
In the univariate regression of the last section 4.1 it had been noticed 
that conversion rate had a very significant relation in the export 
promotion of the RMG sector. The variable failed to hold a significant 
coefficient in the multivariate form. The t-statistic of the coefficient of 
conversion rate is 1.4 with a positive slope of 488. This indicates that 
neither the devaluation nor the exchange rate contributed to the export 
promotion of the most important export sector of Bangladesh. 
The regression estimates of Fertilizer and naphtha take the form of 
equation 4.8. Although the coefficient of determinant is only 23 percent 
and the F-ratio is only 4.1 but the equation holds some significant 
parameters. The coefficient of time is significant at 5% level 
demonstrating that an increase of Tk 51.5 million takes place in each 
quarter on an average during the whole period under study. The 
coefficient of conversion rate is also significant although held a negative 
figure. It demonstrates increased conversion rate contributes negatively. 
One Taka of devaluation in the exchange rate contributes to reduce 
export by an amount of Tk 89 million. The empirical observation is 
contradictory with theory. Also surprising is that although the 
coefficient of foreign exchange rate observed significant relation the 
dummy variable of devaluation failed to hold a significant coefficient. 
The other parameter having statistical significance at 5% level is the 
intercept term. 
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The rest of the export had been called "others" and the corresponding 
regression estimates take the form of equation 4.9. The coefficient of 
determinants takes the value of 0.92 to indicate that as much as 92 
percent of the variation had been explained by the regression. Two of 
the slope coefficients held t statistics of statistical significance at 5% 
levels, which are the time variable and the lagged variable. The time 
variable shows that on an average the export of the sector increases by 
an amount of Tk 72.5 million in each quarter. The lagged variable 
incorporates the effect of cross sectional data in the form of the data of 
the past quarter and that contributes to an amount of Tk 0.4 million of 
the export of other sectors. Neither the conversion rate nor the dummy 
variable of devaluation could hold a significant slope. It should be 
mentioned that in the last section the univariate regression of 
conversion rate held very significant relation in the export promotion of 
this sector. It seems now that most of that was because of a poor 
specification rather than a true contributor. 
4.3.2. Analysis of Quarterly Import 
The present section deals with the dependent variable of import. An 
effort has been made to run a multivariate regression taking the same 
independent variables as had been done above in the last section. The 
theoretical form of regression assumes a functional relation that import 
depends on time, conversion rate, a dummy variable of devaluation and 
a lagged variable of import. All the data are quarterly data. Like the 
analysis of last section, the present analysis would be made in two 
parts; whereas the first part covers the time up to 1997, the second part 
covers time since 1997. The regression parameters are shown in Table 
4.5 for the first part of the period and in Table 4.6 for the second part of 
the period. The tables had been so represented that the vertical column 
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deals with each line of import like total import, food imports etc. and 
the horizontal row shows different parameters, like one row for 
constant of all the different equation and another row for the coefficient 
of dummy variable for all the different equation and so on. 
First Part of the Period; From Tulv 1991 to Tune 1997 
Equation 4.10 represents the regression form of total import being the 
dependent variable against the four independent variables, i.e., the 
time, exchange rate, devaluation and lagged import. The period under 
consideration is the total period from 1991 to 2001. The reason behind 
dividing the total period in to two parts does not apply for the total 
import. The coefficient of determinant had been shown in the form of 
adjusted R square to neutralize the biasness of over estimation of R 
square. The coefficient indicates that the estimated regression line had 
explained as much as 96 percent of the variation of the total import. The 
F ratio of 257 is indeed high enough to reject the null hypothesis that the 
functional relation is not true. However further insights into the 
parameters suggest not a very encouraging sign. Only two of the four 
coefficient of slope happened to have statistical significance at 5% level 
of significance. One of the variables having a significant coefficient is 
the lagged import. Such a variable involves the cross sectional effects 
through the data of immediate past. The coefficient should be so 
interpreted that because of a certain status of the import of the previous 
quarter the current import is influenced by an amount of Tk 1618 
million in each quarter. The contribution seems remarkable. The t-
statistic of the lagged variable is as high as 4.2. The other independent 
variable having a significant coefficient is the time variable. The 
coefficient is 1114 and the t-ratio is 2.2. It seems that on an average in 
each quarter, the total import increases by as much as Tk 1114 million 
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due to the change of time. Neither the foreign exchange rate nor the 
dummy variable of devaluation could hold a significant slope 
coefficient. 
Table 4-6: Multivariate Regression Parameters of Import 








































































































Source: Appendix 4.2 
Figures in parentheses indicate the t-ratio. The double asterisk with t-ratio indicates 
significant at 5% level and one asterisk indicates significant at 10% level 
It should be mentioned here that in the earlier effort of univariate 
regression we had observed very significant functional relation between 
total import and foreign exchange rate, although that was not 
anticipated theoretically. The present observation of the multivariate 
form suggests that the earlier observation was due to coincidence or as 
had been mentioned earlier, oversimplification of a univariate form. 
Based on the equation 4.10 it can be said with due statistical support 
that promotion of total import is not functionally dependent either on 
devaluation or on foreign exchange rate. 
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The regression parameters of import of foodstuff take the form of 
equation 4.11. The R-square suggests that 83 percent of the variation 
had been explained by the regression. The F ratio is 23; high enough to 
suggest the relation is true. Just like the earlier equation of total import, 
the regression coefficient of foodstuff shows that out of the four 
coefficient of independent variable only two are significant and those 
two are of lagged import of foodstuff and the time. The lagged import 
contributes Tk 519 million per quarter on an average and time 
contributes Tk 209 million per quarter. The coefficient of foreign 
exchange rate and devaluation failed to demonstrate any significant 
relation. The intercept term is also significant in the case of foodstuff 
and held a positive figure of Tk 67376 million. The term indicates that 
there is some structural deficiency of the economy that compels an 
import of foodstuff. 
The regression line of the mineral sector takes the form of equation 
4.12. The coefficient of determinant indicates that the regression 
explained 79 percent of the variation with a F-ratio of 18.3. This 
suggests a good fit. Among the coefficients of slopes only the one of 
lagged variable observed statistical significance at 5% level. None of the 
other coefficients and the constant term was significant. The coefficient 
of lagged variable takes a value of Tk 322 million per quarter. 
The regression parameters of input sector of textile and leather are 
represented in the equation 4.13. As much as 88 percent of the 
variations had been explained by the regression line. The F-ratio is also 
very satisfactory. Among the coefficient only the two of time and lagged 
variable observed statistical significance. Time contributes hovii^ ever 
negatively and lagged variable contributes positively. Contribution of 
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time per quarter is double the figure of that of lagged variable 
suggesting a net change of negative form. The intercept term is also 
significcint at 5% level and is of a very high figure of Tk 64378 million. It 
seems that the variable demonstrates a declining trend. The main 
variables of our consideration, i.e., foreign exchange rate and 
devaluation failed to hold any statistical relation in the change of 
import of input sector. 
The sector of capital goods and machineries takes a multivariate 
regression of the form of equation 4.14. The empirical regression line 
explained as much as 95 percent of the variation of the dependent 
variable. The F-statistic is also very impressive. The two variables 
having statistically significant coefficients are the lagged variable and 
devaluation. For the first time, devaluation held a coefficient that is 
statistically significant. The coefficient however is positive just opposite 
to the anticipated sign. This merits attention. The variable is a dummy 
variable in a binary form. We have used 1 for the quarter experiencing 
devaluation and zero for the quarters without devaluation. It seems 
from the positive coefficient that the import of capital goods happened 
to take place more during the quarters with devaluation than without. 
Of course, there is no convincing reason for increase in the import of 
capital goods when there is devaluation. Devaluation makes import 
costlier. However, it may be argued that effects of devaluation take time 
to curb import. The figure of the coefficient is not important, since we 
have used a dummy variable for devaluation to avoid multicoUinearity, 
which could have developed in case of applying both devaluation and 
foreign exchange rate as two independent variables. What is interesting 
is the coefficient of foreign exchange rate which although is not 
significant but holds a negative sign. The negative sign suggests a 
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reduction of import in consequence of increased foreign exchange rate, 
which is consistent to theory; but should have corresponded with a 
negative sign of the coefficient of devaluation as well. However the 
present observation does not hold that consistency and can only be 
rationalized by the fact of statistically insignificeint coefficient of foreign 
exchange rate. The other variable that observed statistically significant 
coefficient, although not at 5% level but at 10% level, is the lagged 
variable. 
It had been mentioned earlier that the "others'' sector is not ignorable as 
it comprises as much as 30 percent of the total import during the period 
under consideration. The regression parameters take the form of 
equation no. 4.15. The adjusted R-square suggests only about 52 percent 
of the variations could be explained by the regression although the F-
ratio is good enough to reject the hypothesis that the relation is not true. 
Among the coefficients of slopes and intercept only one observed 
statistically significant coefficient and rather interestingly, that is the 
one of devaluation. What is more important is that the sign of the 
coefficient is negative as is expected theoretically to ensure effectiveness 
of devaluation. Devaluation makes import costiier and if it was effective 
then import should go down. The statistical evidence of import going 
down because of devaluation is that the coefficient of devaluation 
should have a negative sign. Thus, only the import of "others" sector 
could provide the coefficient suggesting the effectiveness of 
devaluation. This can be further defended with regard to the concept of 
elasticity. Devaluation demotivates import and that demotivation 
should work only if there is considerable elasticity in import demand 
(Robinson 1968, Cooper 1973). Considering the sectors that failed to 
observe the expected sign of a significant coefficient are the sectors of 
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food, inputs, fertilizer and capital goods. All the sectors suggest very 
low elasticity of demand. For example an import of foodstuff can not be 
avoided even if it is costly. The same happens in short run for inputs 
and capital goods. Thus devaluation might not be effective to reduce 
such import demands. But elasticity of comfortable goods, which is a 
major part of "others", is considerably high. As such this is the only 
sector that should observe an effectiveness of devaluation. The same is 
statistically evident by the equation no. 4.15. 
Second Part of the Period: From Tulv 1997 to Tune 2002 
It had been already mentioned that the classification of imports had 
been thoroughly revised in 1997 that forced to analyze imports in two 
different parts. The analysis above covers the period from July 1991 to 
June 1997 in most cases except in case of the total import that had 
covered the total period from July 1991 to June 2002. The present 
discussion considers the period from July 1997 to June 2002. The 
regression parameters of import from July 1997 to June 2002 are 
presented in the Table 4.7. 
The regression parameters of foodstuff against the four independent 
variables take the form of equation 4.16. The fit is not that good in terms 
of the coefficient of determinant and the F ratio. The R-square suggests 
only 31% had been explained by the regression fit. The F ratio suggests 
the validity of the functional relation is questionable. Among the 
coefficient of slope only that of devaluation observed statistical 
significance at 5% level. The coefficient however is positive as opposed 
to the anticipated negative sign. This indicates that during the period 
the import of foodstuff was more during the period of devaluation than 
the period without devaluation. This is not theoretically explainable as 
155 
CHAFfER FOUR: COMMODITY-SPECIFIC FOREIGN TRADE AND DEVALUATION 
devaluation should either contribute to reduce import or not, but it 
must not promote import. So the empirical observation that devaluation 
contributed to promote import is not sensible. All other coefficients 
including the one of intercept failed to demonstrate statistical 
significance. 
Table 4-7: Multivariate Regression Estim. 









































































































Source: Appendix 4.3 
Figures in parentheses indicate ttie t-ratio. The double asterisk with t-ratio indicates 
significant at 5% level and one asterisk indicates significant at 10% level. 
Since 1997 petroleum became an independent sector along with POL. 
The regression parameters take the form of equation 4.17. The 
coefficient of determinant and the F ratio are impressive. The R-square 
suggests that the regression could explain as much as 72 percent of the 
variation in the import of petroleum. Among the coefficient of slopes 
and intercept only the coefficient of lagged variable was statistically 
significant at 5% level. The lagged variable contributes to an amount of 
Tk 782 million of import per quarter on an average to the import of 
petroleum. The t statistic of the coefficient of devaluation, the dummy 
variable, is only 0.98. The coefficient however observed a positive sign. 
The sign of the coefficient of foreign exchange is also positive although 
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not significant. Thus the role of conversion rate and of devaluation is 
evidential but not statistically significant. 
The regression estimates of the sector comprising the import of cement, 
pharmaceutical product and fertilizer take the form of equation no. 
4.18. None of the coefficient had been found statistically significant. The 
coefficient of determinants suggests the regression line could explain 
only 38 percent of the variation of the import of the sector. 
The sector comprising inputs of leather and RMG sectors failed to 
observe any significant coefficient of slope or intercept. The R-square 
suggests only 39 percent of the variation of the import could be 
explained by the regression fit. F ratio is the same as the sector of 
cement and fertilizer suggesting a poor fit. The regression estimates of 
the sector take the form of equation no. 4.19. 
The regression parameters of capital goods and machineries take the 
form of equation 4.20. The R-square suggests a fairly good fit as 52 
percent of the variation had been explained by the regression. The F 
ratio is enough to reject the null hypothesis that the relation assumed in 
the regression is not true at 5% level. However, none of the coefficient 
of the slope and intercept happened to observe statistical significance. 
The coefficient of devaluation is however negative as was expected to 
demonstrate the effectiveness of devaluation. But the estimate is not 
statistically significant even at 10% level. 
The sector called "others" takes the empirical regression line of the 
form of equation 4.21. The coefficient of determinant is quite high with 
an impressive F ratio. It seems that the regression explained 75 percent 
of the variations of the import of the "others" sector. The F-ratio 
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suggests to reject the null hypothesis that the relation is not true. 
Among the coefficient of slopes and intercept only the lagged variable 
observed a coefficient which statistically significant at 5% level. No 
other coefficient is significant. The coefficient of devaluation holds a 
negative sign suggesting the effectiveness of devaluation in import 
reduction but the observation lacks statistical significance. 
4.4. Log-Linear Regression of Commodity-Specific Foreign 
Trade (Annual Data) 
In the last section quarterly data has been dealt with a number of 
independent variables by means of multivariate regression to identify 
the role of devaluation in the foreign trade performances of Bangladesh 
taking the different lines of commodities in consideration. It had been 
noticed that the empirical regression line mostly demonstrated that 
there is no significant role of devaluation in the commodity wise and 
total foreign trade performances. However, the discussion was 
incomplete because of the some restricted use of quarterly data. There 
are certain data like income factor, price index, domestic supply etc. 
which are related with foreign trade performances but could not be 
taken under consideration because of there definitional attributes of 
annual form. The present section deals with these annual data. 
The multivariate regression of the last section was a simple linear one 
but the present effort uses a log-linear regression. The reason behind the 
use of the log linear function is its certain properties particularly useful 
for this kind of studies. The coefficient of slope of the function 
represents the elasticity, which is particularly important for the 
effectiveness of devaluation (Robinson 1937, Cooper 1971), popularly 
known as the Marshall-Lemer Condition in economics. 
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Another point that deserves attention is the nominal factor of our 
dependent variable. Regarding the use of time-series annual 
macroeconomic variable, it is often suggested to convert it in to real 
term since inflation often intervenes unduly to mislead the result. 
Keeping that in mind, the dependent variables of the present chapter 
would be taken in its real term by adjusting them for inflation factor. 
The discussion of the present section is subdivided into two 
subsections, one for exports and the other form imports. 
4.4.1. Analysis of Annual Exports 
Among the independent variables under consideration of the present 
discussion the foreign exchange rate of Bangladesh is the first, which 
bears special significance in the context of the present study. Then 
comes the price variable of the dependent variable. The movement in 
the performances of export and import should be an inverse function of 
price. Any approach to explore the functional relation without 
incorporating the price variable is incomplete. Accordingly price 
variable has been included in the list of independent variable of the 
present chapter. 
Income of the consumers influences demands. Accordingly a variable 
had been included in the list of independent variable. The variable is 
the weighted average national income of the importing countries where 
the weights are the proportion of export of Bangladesh shared by that 
country. The coefficient of the income variable in the log-linear form of 
regression represents income elasticity, which is of special significance 
in evaluating the effects of devaluation. 
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The last of the independent variable of the multivariate regression is the 
supply variable represented by the domestic production of the 
commodity of export. The coefficient of the variable in the log-linear 
form represents the elasticity of supply. Authors of devaluation 
(Robinson 1937, Cooper 1971) emphasizes on high supply elasticity as a 
condition of effective devaluation. In view of that supply had been 
taken as an independent variable of export as well. Thus the regression 
takes the following form: 
In Export =f(In Exchange rate, In price, In Income of 
consumers, In domestic supply) 
Table 4.8 represents the regression parameters of total export in 
constant price being regressed against foreign exchange rate, prices, 
income of consumers and domestic supply. The R-square shows that as 
much as 89 percent of the variation in the dependent variable had been 
explained by the regression. The F ratio is 23 that suggests to reject the 
null hypothesis that the relation is not true at 5% level. The coefficient of 
foreign exchange rate is significant at 10% level but not at 5% level. The 
coefficient holds a positive value to signify that devaluation was 
effective during the period under consideration to promote export in its 
totality. The independent variable of price also holds a coefficient which 
is significant at 10% level but not at 5% level. The coefficient of price in 
a log linear regression represents the elasticity. The price elasticity holds 
a negative sign to resemble the Marshalian demand curve; which says 
that demand is an inverse function of price. Elasticity is observed rather 
high like 2.4. High elasticity of demand is a necessary condition for a 
successful devaluation. The coefficient of income variable although is 
not significant but holds a positive sign which bears the special 
significance of positive income elasticity of the export of Bangladesh. It 
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indicates the possibility of a growth of our export through the process 
of global income promotion even if there is no inflation. The coefficient 
of production represents the elasticity of supply. The coefficient failed 
to observe statistical significance at 5% level, but it shows significance at 
10% level. The sign of the coefficient is positive and the elasticity takes a 
value of 1.1. Such high elasticity of supply satisfies the necessary 
condition for a successful devaluation in general. Thus both the 
elasticity of supply and elasticity of demand suggested the potentiality 
of successful devaluation. 
The sector of Ready-Made Garments is the most important line of 
export of Bangladesh that shared 59.6 percent of the total export in real 
prices (of 1985-86) during the period under consideration on an 
average. The regression parameters are presented in the Table 4.8. It has 
been observed that 95 percent of the variation in export in real term had 
been explained by the regression line as indicated by the coefficient of 
determinants. The F-ratio is 28 that suggests rejecting the null 
hypothesis in favor of the alternative hypothesis that the relation is true. 
The coefficients of independent variables are not that impressive; this is 
not very uncommon in cases of log-linear regression. Only one of the 
coefficients of independent variables is statistically significant and that 
also not at 5% level but at 10% level. The variable is the one of domestic 
supply. The coefficient that is essentially the supply elasticity takes a 
positive sign and takes a value of 0.38. Such an elasticity should be 
related with the coefficient of price variable or elasticity of price which 
is negative as expected. The demand elasticity is -0.65 although not 
statistically significant. The two elasticity altogether in their absolute 
value is more than the stipulated unit or one, which is often regarded as 
the benchmark for the success of devaluation in export (see Robinson 
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1937, Cooper 1971). The coefficient of income represents income 
elasticity in a log-linear function. The empirical estimate shows a 
positive sign with an absolute value of 0.71. Such income elasticity is 
very sensible and indeed encouraging for the RMG sector. It suggests 
the potential of further promotion of export in consequences of 
increasing trend of income of consuming coimtries. It should be 
mentioned that the independent variable of income is the weighted 
average of the income of the importing countries where the weights are 
the share of each country to the total export earnings of the RMG sector. 
The coefficient of foreign exchange rate is positive although not 
significant indicating that there is a possibility that devaluation 
contributed in the export promotion of the sector even in real term. 
Jute is the most traditional line of export of Bangladesh. It is known as 
the golden fibres of Bangladesh because during 1960s the sector 
performed so amazing that the whole country of then Pakistan 
experienced surpluses in balance of payments because of jute exports. 
Since then, the sector faced a decline in export and that led to such a 
situation that during the period under the study the share of raw jute 
was only 2.3 percent of the total export in real prices. The regression 
parameters of raw jute hold a coefficient of determinant indicating that 
the regression explained as much as 66 percent variations. The F-ratio is 
however so low that it fails to reject the null hypothesis that the relation 
is not true even at 10% level. The coefficient of the variable of domestic 
production is statistically significant at 5% level. The elasticity of supply 
is as high as 1.8, which is indeed impressive for an agricultural 
produced. This should provide an opportunity for a successful 
devaluation. The coefficient of price although is not significant at 5% 
level, but significant at 10% level. The coefficient holds the right sign 
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and figure to imply the elasticity of demand. The elasticity appears to 
be -0.66 which is very much practical and representative. What is rather 
surprising is that the coefficient of foreign exchange rate is not 
significant. If the elasticity of demand and supply was like that then 
devaluation should have been successful there. The empirical 
observation fails to demonstrate that as the coefficient is not significant. 
Of course, the positive sign of the coefficient of foreign exchange rate 
indicates some degree of positive relation between foreign exchange 
rate and export of raw jute but the relation is not statistically significant. 
The negative sign of the coefficient of income suggests a negative 
income elasticity which although is not statistically significant but may 
suggest that jute has become an inferior good. 
During the period under study, the share of jute goods in total export in 
real prices was 9.2 percent. The regression parameters of jute goods 
shows a poor fit with the coefficient of determinant suggesting that only 
59 percent of the variation could be explained by the function. The F-
ratio is also not significant at even 10% level. None of the variable 
happened to observe a statistically significant coefficient. The signs of 
the coefficients are sensible. The price elasticity is negative and holds an 
elasticity of -0.17 which is quite sensible for the jute goods facing huge 
varieties of substitutes in international markets. Income elasticity is as 
low as 0.04 indicating that global income promotion does not bear much 
prospects for jute goods any more. The coefficient of foreign exchange 
rate is positive suggesting some degree of success of devaluation but 
not enough to be statistically significant. Elasticity of supply is also 
positive and as impressive as 1.48. 
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The tea sector is also an important and traditional sector of the export of 
Bangladesh. Bangladesh is also an active member of the Association of 
Tea Exporting Countries but during the period the sector shared only 
0.9 percent in the total export in real prices of 1985-86. The percentile is 
somehow understated in view of the exaggerated performances of RMG 
sector that contains import of around 70 percent. As a consequence, the 
share of the rest of the sectors, which does not have import contents, 
becomes less impressive. The empirical regression line of real export of 
tea observed a coefficient of determinant indicating that 74 percent of 
the variations of the dependent variable had been explained. The F-ratio 
is significant at 10% level to reject the null hypothesis of the untrue 
relation. Among the independent variable of the log linear function, the 
income of consumers and the one of price hold the coefficients that are 
statistically significant only at 10% level. The coefficient is negative 
suggesting a negative income elasticity of tea. This is quite interesting in 
view of the tea of Bangladesh. There had been some golden days for the 
tea of Bangladesh for its unique color. It had also been noticed that 
those days were fading away. Now it turns up that income elasticity is 
negative and significant. It may be that the consumers of Bangladeshi 
tea shifts to other brands of tea as income increases. If it is true then it 
merits attention of tea producers. They should go for market campaign 
immediately before it is too late. The price elasticity is positive which is 
also sensible considering the nature of tea, an essential drink. The 
coefficient of foreign exchange rate although is not significant but holds 
a negative sign that apparently have no fair explanation. 
The sector of skin-hides and leather goods shared 5.1 percent of the 
total export in real term. The regression line failed to demonstrate a 
significant relation. The R-square is only 0.28 and the F ratio is only 
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0,68. The hypothesis that the relation is not true can not be rejected at 
5% level. None of the coefficients was statistically significant. The 
elasticity of price takes a negative value, which is indeed convincing. 
The income elasticity on the other hand, is positive as was anticipated in 
view of leather goods more like comfortable goods. The coefficient of 
foreign exchange rate is positive to indicate an effectiveness of 
devaluation in export promotion although not statistically significant. 
Table 4.8. Real Export Regressed Against Foreign Exchange l^te, Export 
Price, Income of Importing Countries and Domestic Production 

































































































































The figures in parentheses indicate the t-ratio. The single 
estimate is signiTicant at 5% levei and the double asterisk 
is significant at 10% level. 
asterisk sign indicates that the 
sign indicates that the estimate 
The share of Fish and shrimp in the export during the period under 
study is 7.8 percent in real prices. The regression parameters of fish and 
shrimp are not impressive by any standard. The coefficient of 
determinant suggests around 52 percent of the variatior\s in the variable 
of export had been explained by the log-linear function. The R ratio is 
3.7 suggesting the null hypothesis of untrue relation only at 10% level 
not at 5% level. Among the coefficients of independent variables none is 
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statistically significant. The price elasticity is negative as was 
anticipated and holds a value of 0.32 that sounds encouraging. The 
coefficient of foreign exchange rate is negative that questions the 
validity of the model. The income elasticity is negative with a value as 
high as 0.63 which is startling. Supply elasticity is 1.6, if it was true then 
devaluation should have been effective in export promotion; and in that 
case, the coefficient of conversion rate should have demonstrated a 
better result. 
Finally, the sector of fertilizer and naphtha shared around 0.9 percent 
of the total export in real term. The regression line demonstrates to have 
explained 65 percent of the variation by the R-square. The F-ratio is not 
however significant at even 10% level suggesting the null hypothesis 
may be true that the relation assumed by the regression line is not true. 
None of the slope coefficients is statistically significant. The coefficients 
however are quite sensible. The price elasticity is negative and holds a 
value of 1.7. The income elasticity is positive and takes a figure of 0.09. 
The supply elasticity is 0.83, a little bit high. In view of the demand 
elasticity and supply elasticity devaluation should have contributed to 
promote export of the sector but the coefficient of foreign exchange rate 
holds negative sign. 
4.4.2 Analysis of Annual Imports 
In a similar approach of log-linear regression, as export had been 
analyzed above, an attempt had been made on imports of Bangladesh 
during the period under study. However, it could not be done due to 
the coristraint of availability of consistent data. It has been mentioned 
already that there was a through revision of the basis of classification of 
imports of Bangladesh in 1997. Thus the lines of import before 1997 and 
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after 1997 are not apparently comparable. Breaking down of data in to 
two parts, as had been done in case of the analysis of quarterly imports, 
and concentrating on each part separately is not a feasible method 
either. Since the data needed for log-linear regression is annual data, 
there are only 7 data points before the revision of 1997 and 5 data points 
after the revision. This is too inadequate to have a regression analysis. It 
should also be mentioned that the problem was not so acute in the 
analysis of quarterly data of commodity-wise imports. Because, in case 
of quarterly data there happened to have as many as 24 quarters before 
the revision and 20 quarters after the revision. Accordingly, a 
meaningful analysis could have been made on commodity-wise imports 
despite the break-up of data in 1997. On the other hand, the log-linear 
regression could not be applied on quarterly data as because many of 
the independent variables related to the log-linear regression are by 
definition annual concepts like national income, annual export etc. 
4.5 Conclusion 
The present chapter was basically concerned with the different lines of 
exports and imports of Bangladesh during the period under study. 
Efforts had been made to assess the nature of relation between each line 
of export (or imports) and devaluation. Devaluation would be effective 
only if there is a functional relation between the two variables. The 
statistical technique of regression analysis is the most appropriate 
technique for this kind of assessment of functional relation. Keeping 
that in minds, three different kinds of regression techniques had been 
used in the analysis, viz., ordinary least square (OLS) simple regression, 
multivariate regression and log-linear regression. Quarterly data had 
been used for the first two forms of regression, i.e., simple and 
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multivariate regression. For log-linear regression annual data had been 
used. 
In the analysis of the first section both exports and imports had been 
decomposed into different sectors. Regarding exports of Bangladesh 
during the period, a remarkable concentration on ready-made garments 
had been noticed. It shares as much as 68 percent of the total exports of 
Bangladesh. The share and role of the sector should be used with 
caution as it holds a unique nature. Ready-made garments sector 
exports commodities that are basically imported from abroad, used for 
value addition in Bangladesh and then exported again. Thus the role of 
the sector had been exaggerated as its true contribution in terms of 
value addition could not be assessed due to technical reasons. The 
sector creates a problem in the estimation of the contribution of 
traditional export-sectors. Because of the use of gross export of RMG 
sector, the share of other items (like tea or jute) to total exports appears 
understated. Despite the limitation, other important items of the export 
of Bangladesh are jute (8 percent), jute goods (2.3 percent), skin & hides 
(5 percent). Fish (7.3 percent), tea (1 percent) and fertilizer (2 percent). 
Analysis of the composition of import had been obstructed by the fact 
that there had been a thorough change of the basis of classification of 
imports in 1997. Accordingly, the period had been bifurcated into two 
parts. During the first part from 1990-91 to 1996-97, total import had 
been comprised of food (11 percent), minerals (17 percent), inputs of 
RMG and leather sector (25 percent), capital goods (17 percent) and 
others (30 percent). With regard to the second part, from 1996-97 to 
2001-02, total imports had been comprised of food (11 percent). 
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petroleum (7 percent), chemicals (6 percent), textile inputs (22.6 percent) 
and capital goods (30 percent). 
In the analysis of ordinary regression, the only independent variable 
was the foreign exchange rate. Dependent variable varied from total 
exports and total imports to each of the different lines of exports and 
imports. The regression estimates had been observed indeed 
impressive. In most cases, both the coefficient of determinant and the F-
ratio had been quite high to signify that devaluation is significantly 
related with the different dependent variables. It had been noticed that 
the findings of ordinary regression suffers from over-simplification. 
One of the indications is that both imports and exports had been 
observed to have similar kind of functional relation. The estimates of 
single variable regression indicate that export and import both 
increased significantly (in terms of their total and Sectoral values) due 
to devaluation. This can not be true. Devaluation should promote 
export and curtail import. The empirical observation of import being 
increased because of devaluation is absolutely imexplainable. This leads 
to suggest that when both the dependent and independent variable are 
time series data of increasing trend then there is a high possibility that 
regression would give a good fit which may not be true. This indicates 
that the single variable regression is not the right approach to evaluate 
the role of devaluation on foreign trade. 
The multivariate regression took a number of variables under the 
consideration of independent variables. Along with the variables of 
foreign exchange rate, time and lagged variable it took a dummy 
variable for devaluation. Because of the use quarterly data it had been 
observed that there had been as many as 20 quarters that failed to 
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experience devaluation. Those quarters get a binary number different 
from the quarters that experienced devaluation. Another advantage od 
the use of dummy variable in this form along with another variable like 
foreign exchange rate is that the problem of multi-coUinearity does not 
arise under such cases. However, the multivariate regression estimates 
failed to evidence any effectiveness of devaluation, in most cases. 
The log-linear regression is specially significant for the analysis of 
effects of devaluation on foreign trade. Regarding the effectiveness of 
devaluation to promote export and to reduce import elasticity is very 
important. According to the Marshall-Lemer Condition, Devaluation 
would be effective only if the price elasticity is indeed high. Both price 
and income elasticities are automatically revealed by respective 
coefficients in case log-linear regression. The empirical estimates of log-
linear regression accordingly provided many pieces of information with 
regard to price and income elasticity of different lines of exports of 
Bangladesh, On an average it had been noticed that there had been 
huge potential of an effective use of devaluation although there was not 
any statistical evidence that devaluation was effective to promote 
export of Bangladesh during the period under consideration. The log-
linear regression could not be used to analyze the commodity-specific 
imports due to the cor\straints of availability of consistent data. 
In the present chapter an enquiry has been made to explore the role of 
devaluation in export promotion and import reduction by means of 
statistical techniques. Analysis has been made according to different 
forms of regression approaches like the classical multivariate regression 
as well as log-linear regression. Considering the role of elasticity in the 
effectiveness of devaluation and since that different types of commodity 
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hold different elasticities, analysis has been made in accordance with 
the different types of commodities of foreign trade. In the next chapter 
discussion will be made on the role of devaluation in the aspect of wage 
earners' remittances of Bangladesh during the period under study. 
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5.1. Introduction 
In the last chapter discussion has been made on export and import of 
commodities of Bangladesh. In the structure of balance of payments of 
Bangladesh the net results contributes to trade deficit of the country. 
The trade deficit along with the service sector constitutes the current 
account balance. The present chapter deals with the export of services of 
Bangladesh in the form of remittances. Wage earners of Bangladesh 
work abroad and send money in the form of foreign exchange that is 
used for the foreign exchange requirements of the country to meet the 
import payments. The present chapter presents an analysis of wage 
earners' remittances and evaluates whether devaluation contributes to 
promote remittances of wage earners. The first section of analysis deals 
with the composition of wage earners by countries. The next section 
presents a univariate regression analysis and the following section 
provides a multivariate regression Analysis of remittances. 
5.2. Composition Analysis of Remittances 
Wage earners are an important source of foreign exchange of 
Bangladesh. As much as percent 22 percent of the total import during 
the period under consideration has been provided by wage earners of 
Bangladesh. It plays a vital role to contribute to the trade deficit of the 
country. During the period remittances from wage earners shared 33% 
of the trade deficit of the country. The relevant statistics in terms of 
Mean, standard deviation, t-statistic, coefficient of variance, the 
maximum and the minimum amounts during the period, average 
growth rate and the share each country to the total remittances are 
presented in Table - 5.1. The table shows that the total remittances from 
wage earners of Bangladesh during the period varied from Tk 27259 
million to Tk 143770 million. The average is Tk 66327 with a standard 
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deviation of Tk 34622 million. The t-ratio of suggests the estimate is 
significant only at 10% level. The coefficient of variance of 52.2 percent 
seems a bit too high but duly rationalized by a high rate of average 
growth of remittances to an amount of 16.76 percent per annum. The 
growth rate of remittances can be compared with the growth rate of 
export and import of Bangladesh during the same period to indicate the 
significance of remittances in the overall export-import situation of 
Bangladesh. The growth rate of export had been observed 11.5 percent 
per annum and the growth rate of import had been observed 9 percent 
per annum. Thus, the growth rate of remittances is at least 5 percent 
higher than the growth rate of export of commodities and 7 percent 
higher than the growth rate of import of commodities. This indicates 
that during the period under study, remittances contiibuted 
increasingly to finance the tiade deficit of Bangladesh. The following 
discussion makes a decomposition of remittances by countries. 
With regard to the share of each country to the total remittances during 
the period. Table 5.1 shows that Saudi Arabia is the country that tops 
the list with a participation of as much as 41 percent of the remittances 
of Bangladesh. Such a huge share by a single country is quite 
remarkable. The Mean takes a value of Tk 28412 million with a 
standard deviation of Tk 17238 million. The t-ratio of 1.65 suggests that 
the estimate is not significantly different from zero. The coefficient of 
variance is around 61 percent, which is higher than the CV of the total 
remittances. The remittances varied quite remarkably from Tk 9450 
million to Tk 65987 million. The growth rate of remittances from Saudi 
Arabia is also very impressive like 20 percent. It is higher than the 
growth rate of total remittances of Bangladesh during the same period. 
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This indicates the importance of remittances from Saudi Arabia in the 
aspect of the overall growth of total remittances. 
Next to Saudi Arabia is Kuwait. As much as 12.3 percent of the 
remittances of Bangladesh comes from Kuwait. The Mean takes a value 
of Tk 8934 million with a t-ratio of 1.85 suggesting the estimates is 
statistically significant at 10% level. The growth rate is 12.3 percent, 
which is not bad either. USA comes next with a share of 10.3 percent of 
the total remittances. The average takes a value of Tk 7597 million with 
a poor t-statistic suggesting the estimates is not significantly different 
from zero. The growth rate is 10.3 percent. 
UAE or United Arab Emirates comes next with a share of 7.8 percent of 
the remittances during the period. The mean takes a value of Tk 5111 
million. The t-statistic suggests the estimates not significant. The growth 
rate of the remittances from UAE is as impressive as 16.4 percent, which 
is the second highest of all the countries; only next to Saudi Arabia. 
Oman is the next country with around 6 percent share to the total 
remittances. The Mean is Tk 3630 million with a standard deviation of 
only Tk 1192 million. The t-statistic suggests the estimate is significantly 
different from zero even at 5% level. The variable is very stable as is 
demonstrated by the coefficient of variance, which is the lowest of all 
the countries having more than 5 percent share to the remittances of 
Bangladesh. The growth rate of remittances from Oman is also an 
impressive 12.3 percent. Another Gulf country Qatar comes next with a 
share of 4.7 percent of the total remittances during the period. The mean 
is Tk 2768 million with a very impressive standard deviation and t-
statistic indicating that the mean is significant at 5% level. The CV ratio 
is also impressive which is quite comparable with that of Oman. The 
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growth rate although is not as high as that of Oman but still holds a rate 
of 10.2 percent. These indicate the importance of Middle Eastern 
countries in the remittances to Bangladesh particularly with regard to 
the stable nature of the variables. 
Table 5.1: Statistical Measures of Remittances: Saudi Arabia, UAE, 
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The figures In parenthesis are the t-ratio. The single asterisk sign indicates 
statistical significance at 5% level. The double asterisk sign Indicates 
significance at 10% level 
In order of the share to the total remittances of Bangladesh, UK holds 
the next position with a share of 4.6 percent. The Mean is Tk 2717 
million. The standard deviation and t-statistic indicate that the variable 
is very consistent. The estimate is statistically significant at 5% level. 
The growth rate of remittances from UK is also very impressive, which 
176 
CHAPTER FIVE REMITTANCES AND DEVALUATION 
is 12.6 percent. A consistent variable growing at such a rate bears 
special significance for financing the trade deficit of Bangladesh. 
The above mentioned 7 countries altogether shares 87 percent of the 
total remittances of Bangladesh during the period under consideration. 
The other countries contributing more than 1 percent of the total 
remittances include Malaysia that shares 2.7 percent, Japan that shares 
2.3 percent and Bahrain that shares 2.3 percent of the total remittcinces. 
Among these coimtries, remittances from Malaysia was nil in the early 
nineties and started in 1994-95. Similarly the remittances from Japan 
was nil 1990-91 but since then had a regular flow. Regarding the growth 
rate of the remittances from these countries, Bahrain comes first with a 
growth rate of very impressive 17 percent. The Meein of the remittances 
from Bahrain is Tk 1514 million with a t-statistic of 2.06 indicating that 
the estimate is significant at 10% level. Remittcince from Malaysia holds 
a growth rate of 10.2 percent. The Mean is Tk 2667 million per year 
during the period. The estimate is significant at 5% level. The growth 
rate of the remittances from Japan is negative 1.5 percent, which 
indicates that remittances from Japan followed a declining trend during 
the period under consideration. The reason behind the decline is 
attributed to the change of immigration policy towards protectionism. 
The discussion above indicates that remittances from abroad had been 
very impressive during the period in terms of their absolute and Mean 
figures, growth rates and, excepting in a few cases, consistencies. 
However, the main problem observed in the discussion of country-wise 
remittances is that of its concentration in very few'<:ountries. As much 
as 87 percent of the remittances come from only seven countries. 
Dependence on Gulf countries is very prominent which shares as much 
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as three-fourth of the total remittances. Among them a single country of 
Saudi Arabia shares as much as 41 percent of the total remittances of 
Bangladesh during the period under consideration. Bangladesh being a 
Muslim dominant country it is neither surprising nor risky. At the same 
time it may be argued that the dominance of these countries in 
remittances is an outcome of some government efforts in the form of 
bilateral contracts rather than a true market phenomenon. If the 
argument holds good then devaluation might not be the reason behind 
such impressive growth rates of remittances. The policy makers of 
Bangladesh on the other hand, often claim that the growth of 
remittances is an outcome of devaluation. One of the reasons behind 
the controversy being so strong is that the period under consideration 
from 1991 to 2002 is particularly known for regular devaluations and at 
the same time remittances observed a double digit growth. The two 
variables are of apparent correlation. The discussion above with regard 
to the composition of remittances based on countries fails to resolve the 
controversy. The following effort aims to resolve the controversy by 
means of the most appropriate statistical method to resolve such 
controversy. We are taking the regression approach that assumes that 
remittances are fimctionally depended on devaluation. If there are 
statistical evidences to substantiate the hypothesis then the policy 
makers' arguments would stand valid. If there is no statistical evidence 
to substantiate the functional relation then it would lead to the 
alternative hypothesis that growth in remittances is the outcome of 
something else, not the devaluation. 
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5.3. Regression of Remittances against Exchange Rate 
(A Univariate Approach) 
The univariate regression takes yearly remittances, both the total and 
from each of the main countries, as the dependent variable and the only 
independent variable is the foreign exchemge rate as quoted officially 
every day by Bangladesh Bank. The regression estimates are presented 
in Table 5.3. 



















































































Source: Appendix 5.3 
The figures in parentliesis are the t-ratio. The single asterisk sign indicates statistical 
significance at 5% level. The double asterisk sign indicates significance at 10% level 
It can be noticed from the table that the regression estimates are indeed 
encouraging. The coefficient of determinants of the total remittances 
suggests to have explained as much as 93 percent of the variations. The 
null hypothesis in the form that the functional relation between total 
remittances and the foreign exchange rate is not true should be rejected 
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based on the F-ratio at 5% level. The coefficient of the slope is positive 
and takes an amount of Tk 5820 million per annum. The estimate is 
statistically significant at 5% level as the t-ratio is 12.3. The intercept 
term is significant yet negative to imply the nature of steepness of the 
empirical line as can be duly rationalized by the fact of double-digit 
growth of remittances during the period. Based on the estimates it can 
be said that devaluation is statistically evident to have contributed to 
the promotion of total remittances as suggested by the univariate 
regression. 
The regression estimates of remittances from Saudi Arabia also show^ 
similar results. The r-square is as high as 0.96 which claims that foreign 
exchange rate explained 96 percent of the variation in the remittances 
from Saudi Arabia, which is a little bit more than that of total 
remittances. The F-ratio of 330 indicates that the functional form of 
regression is true. The coefficient of slope is statistically significant and 
holds a positive value. It seems that one Taka devaluation leads to 
promote remittances from Saudi Arabia by an amount of Tk 2695 
million. This is a reflection of the effectiveness of devaluation. 
The regression estimates from UAE is almost similar. The r-square is a 
little lower than those of the total remittances and that from Saudi 
Arabia but yet high enough to have explained as much as 76 percent of 
the variation of the dependent variable. The F-ratio is also significant at 
5% level. The slope coefficient is positive and statistically significant at 
5% level. It indicates that one Taka devaluation leads to promote 
remittances from UAE by an amount of Tk 564 million. The figure 
sounds quite sensible. The intercept term is negative and significant like 
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the earlier functions of remittances in total and remittances from Saudi 
Arabia. 
The next country in order of the contribution to the aggregate 
remittances of Bangladesh during the period is Kuwait. The F-ratio 
suggests the functional relation is significant at 5% level. The r-square 
indicates that the univariate form had explained 92 percent of the 
variations. The slope coefficient is significant at 5% level. TTie coefficient 
indicates that an increase of Tk 688 million took place due to one Taka 
devaluation. 
The remittances from USA hold the regression estimates with the r-
square of 90 percent. The f-ratio is also significant. The coefficient of 
slope is significant at 5% level and takes an amount of Tk 954 nullion 
which is more than the slope of the regression estimates of the 
remittances from UAE and Kuwait. It seems that devaluation is more 
effective in the remittances from USA than remittances from UAE and 
Kuwait, but not more than the one from Saudi Arabia. 
Regression estimates of the remittances from Qatar take almost similar 
characteristics. The r-square suggest to have explained T7 percent of the 
variation of the remittances. The F-ratio is significant. The slope is 
significant at 5% level and holds a positive value of Tk 161 million. The 
regression of the renuttances from Oman takes the coefficient of 
determinant of 91 percent and a F-ratio of 118 which is indeed 
significant. The slope coefficient is significant and takes an amount of 
Tk 179 million. There is an obvious similarity among the regression 
estimates of the remittances from Gulf coimtries. 
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The regression estimates of the remittances from UK indicates a 
relatively poor r-square. Only 53 percent of the variation had been 
explained by the US dollar rate although the F-ratio of 12 is significant 
at 5% level to suggest the function is significantly true. The slope 
coefficient is statistically significant at 5% level that indicates one Taka 
devaluation leads to promote remittances from UK by an amount of Tk 
291 million. The little laps in the coefficient of determinants might be 
due to the dominance of UK pound sterling over US dollar in UK. It 
should be mentioned that earlier in 1970s UK pound-sterling was the 
official foreign exchange for pegging operations of Bangladesh that had 
been changed to US dollar in 1975. There might be some pressure of 
pound sterling on the foreign exchange rate of Bangladesh as it is 
maintained against a basket of currency comprising pound sterling as 
well. The pound rate in Taka follows the dollar rate rather than the 
other way around to have accounted for the lapse in the coefficient of 
determinant in case of the regression of the renuttances from UK. 
Regression estimates of the remittances from Bahrain demonstrate a 
good fit. The r-square suggests that as much as 94 percent of the 
variations had been explained by the regression. The F ratio 
demonstrates that the relation is significant. The coefficient of the slope 
is significant at 5% level. The slope coefficient is positive and of an 
amount of Tk 119 million. It seems that devaluation plays significant 
role in the promotion of renuttances from Bahrain. 
Regression parameters of the remittances from Japan and Malaysia are 
not at all encouraging. The coefficient of determinant indicates to have 
explained 19.6 percent of the variations in the remittances from Japan 
and 15.6 percent of the variations in the remittances from Malaysia. The 
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F ratios in both the cases are not significant and accordingly the 
hypothesis of untrue relation can not be rejected. The slope coefficients 
are not significant ether. This is also mentionable that in both the cases 
the slope coefficients are negative indicating that the variables did not 
experience increasing trend during the period and that must be the 
reason behind the poor estimates of regression. 
The discussion above demonstrates that in almost all of the cases 
(excepting that of Japan and Malaysia), regression of remittances 
against a single variable of foreign exchange rate demonstrates 
statistically significant relation. It appears that devaluation played a 
very important role to promote the remittances. However this might be 
oversimplification. A single variable regression in this kind of analysis 
is always risky. When both the variables, dependent and independent, 
are experienced an increasing trend during the period under survey, 
quite often single variable regression gives misleading result assuming 
a significant functional relations. The functional relation may not be 
true when some more variables are taken imder consideration. Thus the 
results of the univariate regression should not be overemphasized. A 
multivariate regression would give a real test of devaluation whether it 
was capable to promote the remittances of Bangladesh or not. 
Accordingly, in the next section the remittances would be addressed by 
a multivariate regression approach. 
5.4. A Multivariate Regression Approach to Remittances 
A classical multivariate regression approach is imdertaken to assess the 
role of devaluation in the promotion of remittances during the period 
extended from 1991 to 2002. The dependent variables include total as 
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well as country-wise remittances. The independent variables include 
the foreign exchange rate as the proxy for devaluation. A dummy 
variable approach is not possible here as there had not been a single 
year experiencing no-devaluation to make the sample unbiased (as was 
possible only in quarterly data). A lagged variable of the same 
dependent variable of the previous year had been taken as an 
independent variable of the current year to accommodate the cross-
sectional macroeconomic effects outside the specified functional form. 
A time variable is also taken under consideration as is suggested in text 
books of econometrics for ttiis kind of time series data. In addition to 
the official exchange rate of US dollar and Taka another exchange rate 
had been introduced in the list of independent variables. The new rate 
of exchange needs a bit of introduction. 
The new rate of exchange is the rate of conversion between the currency 
of the concerned of country and the currency of Bangladesh. For 
example, while evaluating the remittances from Saudi Arabia the Taka 
rate of Saudi Riyal is the exchange rate taken under consideration. 
Wage earners hold an option to repatriate money both in US dolleir and 
the domestic currency of the country from where he sends money. That 
means that a wage earner of Saudi Arabia can send money to 
Bcingladesh either by depositing Saudi Riyal or by depositing US dollar 
to the local Bank there and the bank would use the respective exchange 
rate to credit the amount with the Bank in Bangladesh. In simple the 
wage earners can hold a Foreign Currency (F.C.) Account denominated 
not only by US dollar but also by the local currency of the country 
concerned. Thus he is exposed to the foreign exchange risk of not only 
the conversion rate of US dollar and Bangladeshi Taka but also the 
conversion rate Saudi Riyal, for example, and Bangladeshi Taka. So the 
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exchange rate of Riyal for the wage earners living in Saudi Arabia 
becomes relevant. It should be mentioned that such a variable had not 
been used in earlier analysis of import and export. The reason needs to 
be clarified at this point. Since 1992 Bangladesh had made its currency 
"convertible" for current account transactions. An importer or exporter 
can make the conversion from or to any foreign currency by the help of 
Bangladesh Bank and the central bank is obliged to honor the demand. 
Accordingly, in case of an export to Japan the exporter is allowed to 
receive the export payment in terms of Yen. He cem convert the Yen into 
Taka at the official exchange rate which is quoted every day by the 
central bank. Thus the total process can be done without any use of US 
dollar. Despite this facility, exporters and importers of Bangladesh have 
been observed not to use the facility. The reasons might be that the 
commercial banks do not encourage the practice as they are not 
acquainted with the exchange rate other than the US dollar rate and so 
shy of the involved exchange rate risk of the third currency. Or it may 
be that the international trader himself does not like to be exposed to 
any exchange rate other than the dollar rate. So, despite the efforts of 
the central bank to encourage such a use of third currency to uriload the 
pressure on US dollar, the practice failed to be popular. So the use of the 
exchange rate of the third currency is only theoretical not practical and 
that was the reason for what the exchange rate of third currency had not 
been taken under consideration so far. The same argument does not 
hold good for the repatriation of wage earners. A wage earner is more 
comfortable with the third currency rather than buying US dollar to 
send his money back. So the exchange rate of third currency had been 
taken under the consideration of the list of independent variables as 
well. Thus the regression model takes the following form: 
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Remittances=f(US dollar Rate, Conversion rate of third currenq/, 
Lagged variable of remittances, time) (5.1) 
Where, Remittances would imply country-wise remittance during the 
period under consideration, US dollar rate indicates the official 
exchange rate of Bangladesh, Conversion rate of third currency implies 
the exchange rate of the currency of concerned country in terms of Taka 
as is officially quoted by the Bangladesh Bank, lagged variable 
represents the same data of remittances but of the last year and time 
varies from 1, 2, 3.. up to 12 for the year 1990-91,1991-92,1992-93 up to 
2001-02, respectively. The coefficient expected for the dollar rate is 
positive to imply the effectiveness of devaluation in the promotion of 
remittances. The coefficient of the third currency is also anticipated to 
be positive to imply the effectiveness of exchange rate of third currency 
in promoting the remittances. In fact, the two coefficients are not 
simultaneously expected to be positive, either of them with a positive 
sign and with significant statistical evidence would imply the 
effectiveness of devaluation. The coefficient of lagged variable can be 
either positive or negative to demonstrate the role of other 
macroeconomic variables in the lagged variable. The time would hold a 
positive coefficient if the time series contributes positively. 
5.4.1. Analysis of regression estimates 
Absolute figures of remittances from different countries during the 
period under consideration and the relevemt rates of exchange are 
represented in Appendices (from Appendix 5.1 to Appendix 5.4). Based 
on the figures the regression estimates are presented in Table 5.4. The 
first of the regression in the present discussion concentrates on the total 
remittances. The third currency for the total remittances had been 
assumed as the rate of SDR, the IMF created accounting money that can 
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be used for the settlement of international transactions through the 
central banks. The regression parameters indicate that the coefficient of 
determinants indicate that as much as 95 percent variations had been 
explained by the empirical from. The F ratio suggests rejecting the null 
hypothesis of untrue relation at 5% level. The coefficients of the slopes 
however failed to demonstrate any statistical significance at 5% level. 
Among the coefficients, only the one of lagged variable demonstrated 
some kind of significance at 10% level. This indicates that a cross-
sectional definition might be more appropriate to explain the functional 
form that should include a niunber of macroeconomic variables but not 
the one of foreign exchange rates. Both the foreign exchange rates of the 
US dollar rate and the SDR rate failed to hold a significant coefficient. 
The foreign exchange rate of US dollar holds, however, a positive 
coefficient with a t-statistic of 1.3; not significant at even 10% level. It 
seems that there is no statistical evidence in favor of the arguments that 
devaluation was necessary to promote remittances. 
It had already been mentioned that remittances from Saudi Arabia 
shares as much as 41% of the total remittances of Bangladesh during the 
period. The regression estimates of the remittances from Saudi Arabia 
indicate that as much as 97% of the variations in the remittances had 
been explained by the empirical regression line. The F ratio is quite high 
to mean that the relation is statistically significant at 5% level. The 
coefficients of independent variables are not very impressive. Only one 
of the coefficients (in addition to a significant intercept term) is 
statistically significant at 5% level. The variable is the foreign exchange 
rate of US dollar in Taka. This is the official rate of exchange of 
Bangladesh and the variable that is used for devaluation. A significant 
relation of the coefficient of this variable indicates that devaluation had 
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been effective during the period under consideration to promote the 
remittances from Saudi Arabia. The coefficient suggests as much as Tk 
4421 million of remittances from Saudi Arabia increases by 1 Taka 
change in the conversion rate. The result is amazing for the proponents 
of devaluation. The other exchange rate of Saudi Riyal in Taka however 
failed to hold a coefficient significant at 5% level. However, the 
coefficient is significant at 10% level but holds a negative sign. There is 
no convincing reason for what increased rate of Riyal can hold a 
negative relation with the remittances. A further enquiry suggests the 
reason behind is the use of 2 exchange rates simultaneously. If the 
exchange rate of US dollar is not taken into account then it had been 
noticed that the Riyal rate in Taka holds a positive and significant 
relation with remittances from Saudi Arabia. The problem is typically 
the one of multicoUinearity as is demonstrated by a high coefficient of 
determinant and F-ratio not backed by many significant coefficients of 
predictors. However, this does not invalidate our significant 
observation of exchange rate of US dollar as devaluation results in both 
the exchange rates and more directly in the US dollar rate rather than 
the Saudi Riyal rate. Both the coefficients of the lagged variable and 
time failed to observe significant coefficient to suggest the relation is not 
suffering from the problem of autocorrelation. 
The other variable of remittances from UAE (United Arab Emirates) 
holds an equally good fit of the regression estimates as demonstrated by 
the coefficient of determinant and the F-ratio. The F-ratio suggests the 
relation is significant at 5% level and the R-square suggests as much as 
97 percent of the variation had been explained by the function. Among 
the coefficients of independent variables only that of lagged variable of 
remittances holds statistical significance at 5% level. It indicates that 
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remittances from UAE are most influenced by many macroeconomic 
cross sectional data that is reflected in the data of immediate past year. 
The coefficient of exchange rate of US dollar is significant only at 10% 
level. The coefficient holds a positive sign to indicate that devaluation 
contributes to the promotion of remittances from UAE during the 
period but not with as much significance as was the case of remittances 
from Saudi Arabia. Like the observation of Saudi Arabia, the coefficient 
of UAE dirham rate in Taka holds statistical significance at 10% level 
but with a negative sign. The otiier variable of time however failed to 
take a significant coefficient. 
Regression estimates of remittances from Kuwait show that around 95 
percent of the variation had been explained by the regression with the F 
ratio of 65, which is significant at 5% level. The coefficients, however, 
are not very impressive as because only the lagged variable held a 
coefficient which is significant that again only at 10% level. Of course 
the intercept term is significant at 5% level but that does not bear much 
significance. The foreign exchange rates of neither the US dollar nor the 
Kuwaiti diner could hold any significant relation. This indicates that 
devaluation was not effective in raising the remittances from Kuwait. 
Regression parameters of the remittances from USA suggest to have 
explained 92 percent of the variations based on the coefficient of 
determinants. The F ratio is again 46 that indicate that the null 
hypothesis of untrue relation can be rejected in favor of the alternative 
hypothesis that the relation is true with 95% confidence level. The 
number of independent variables has been reduced by one in case of the 
regression parameters of the remittances from USA as the question of 
third currency does not arise in case of USA; the official foreign 
189 
CHAPTER FIVE; REMITTANCES AND DEVALUATION 
exchange rate is pegged against the US dollar. The other variables 
remain as it is. Among the coefficients of slopes only the coefficient of 
the lagged variable is significant at 5% level. This is rather surprising 
that the coefficient of foreign exchange rate is not significant even in 
case of USA despite the advantage of US currency to have the least 
foreign exchange risk as there is no third currency involved in the 
process of remittances unlike the case of other countries. The 
significance of the coefficient of lagged variable indicates that a cross-
sectional form of regression can be defined to explain the remittances 
from USA. Such a course is out of the purview of the present study and 
so left alone with this comment that the remittances from USA failed to 
observe any effect of devaluation statistically. 
The regression estimates of Qatar holds a coefficient of determinant 
suggesting to have explained 90 percent of the variations with a F-ratio 
significant at 5% level. The coefficients of slopes indicate that only the 
lagged variable of remittances from Qatar is significant at 5% level. This 
indicates that other macroeconomic variables do contribute to the 
movements of the remittances from Qatar more than the exchange rates 
of US dollar or of the Qatari Riyal. One of such variables for Qatar can 
be suggested as the repatriation rate which is very important for people 
working in the Gulf countries. Increased repatriation rate might be 
contributing to promote the remittances from Gulf countries more than 
the devaluation. This is a structural variable and as long as the 
international flow is regulated by structural variable there can be little 
implication of devaluation. It sounds very sensible that wage earners 
remit their income not by being influenced by the attractive exchange 
rates but because they are financially capable and legaUy allowed to 
send the remittances. After all, the market of wage earners of 
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Bangladesh is not perfect. TTiey are not highly demanded workers 
having perfect mobility to different countries. It can be recalled that 
when the repatriation of some Gulf countries had been reduced 
drastically that failed to motivate the workers to leave the countries 
despite that the workers were indeed unsatisfied by the decision. So the 
devaluation of exchange rate does play any role to encourage more 
remittances particularly from Gulf countries as the original issue is of 
structural nature rather than the conversion rate. Statistics support this 


































































































































































Source: Appendix 5 
The figures in panenttiesis are the t-ratio. The single asterisk sign indicates statistical 
significance at 5% level. The double asterisk sign indicates significance at 10% /eve/. 
Regression estimates of the remittances from Oman indicate a good fit 
in terms of F ratio. The coefficient of determinant is also as high as 90 
percent. The coefficients of the slopes are not encouraging at all. None 
of the coefficient was statistically sigruficant; neither at 5% level nor at 
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10% level. Also interesting is that the coefficient of US dollar rate held a 
negative sign that can hardly be rationalized. Devaluation may 
encourage remittances or may not encourage remittances but in any 
case it can not demotivate remittances as is indicated by the negative 
sign. The coefficient, however, is not statistically significant. 
Remittances from UK held an empirical regression line that explains 
75% of the variation of the dependent variable. The F ratio of 9.3 is 
statistically significant. Among the coefficients, only the one of lagged 
variable experienced a significant coefficient at 5% level. The 
coefficients of exchange rate of US dollar held a negative sign. The 
exchange rate of UK pound sterling on the other hand observed a 
positive sign to signify our earlier remark that between the two 
exchange rates under consideration the one having more variations 
becomes more relevant to be a source of explanation for regression 
purpose. This is a limitation of the classical regression model. 
The regression estimates of the remittances from Bahrain explain 97 
percent of the variations in the remittances over the period under 
consideration. The F-ratio suggests statistical significance to reject the 
null hypothesis that the relation assumed in the regression is not true 
with 95% confidence limit. Most of the coefficients of independent 
variables failed to observe statistical significance. The only exception is 
the lagged variable of remittances that incorporates the effects 
macroeconomic variables other than the devaluation. The coefficient of 
lagged variable is significant at 5% level. The coefficient of US dollar 
rate holds a negative sign suggesting that there is no statistical evidence 
that devaluation contributed to promote the remittances from Bahrain. 
The coefficient of time also holds a negative sign which is also 
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surprising as there is an obvious increase in the trend of remittances 
from Bahrain whereas the variable of time suggests that each of the 
years under consideration contributed to reduce the remittances during 
the period under consideration. However the t statistic suggests that 
estimate might not be significantly different from zero. 
The regression parameters of the remittances from Japan and Malaysia 
are not significant in terms of F ratio to mean that the null hypothesis 
can not be rejected at 5% level suggesting that the relation assumed in 
regression might not be true. In both the empirical regression lines none 
of the coefficient of slope had been observed to have statistical 
significance. 
The regression estimates above in multivariate form of classical linear 
regression having a lagged variable demonstrates that not in a single 
case the foreign exchange rates observed a significant coefficient at 5% 
level. The only variable that experienced the coefficient of statistical 
significance in most cases is the lagged variable. This clearly indicates 
that remittances are more influenced by structural issues represented by 
macroeconomic variables rather than the exchange rate incentives of 
devaluation. However from the point of devaluation the multivariate 
regression is not the best possible definition since it fails to 
accommodate tiie role of devaluation in particular. 
5,5. Conclusion 
The present chapter dealt with the remittances of wage earners of 
Bangladesh during the period from 1990-91 to 2001-02. It had been 
mentioned that wage earners' remittances play very important role to 
finance the trade deficit of Bangladesh. The remittances are treated as 
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the credit side flow of the service account of the Current Account of 
Balance of Payments. During the period under study, wage earners' 
remittances contributed 33 percent of the trade deficit of the country. 
The average quantum of remittances is Tk 66327 million per annum 
during the period. The growtii rate of remittances had been noticed 
indeed impressive to an extent around 17 percent. The rate of growth is 
7 percent higher than the growth rate of imports of goods and 5 percent 
higher than the growth rate of exports during the period. This indicated 
the significance and potentiality of remittances in financing trade deficit 
not only during the period under study but also in future. 
In the first section of this chapter there had been an analysis of 
composition of remittances from different countries. It had been noticed 
that remittances of the wage earners of Bangladesh had been confined 
to very few countries in the world. Only seven countries contributed 
87% of the total remittances of Bangladesh during the period under 
consideration. The seven countries are Saudi Arabia (41 percent), 
Kuwait (12.5 percent). United States (10.3 percent). United Arab 
Emirates (7.8 percent), Oman (6 percent), Qatar (4.7 percent) and United 
Kingdom (4,6 percent). The dominance of Gulf countries is remarkable 
as because three-fourth of the remittances comes from Gulf countries. It 
had been observed that as much as 41 percent of the remittances come 
only from Saudi Arabia. An interesting feature of the remittances from 
different countries is the annual rate of growth during the period under 
consideration. It had been already mentioned that the total remittances 
hold an average growth rate of 16.76 percent per annum which is an 
encouraging sign in view of the trade deficit of Bangladesh. Among the 
seven countries, Kuwait holds the highest growth rate of 64 percent, 
USA holds a growth rate of 24 percent, Saudi Arabia holds a growth 
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rate of around 20 percent, UAE 16 percent, UK 13 percent, Oman 12 
percent and Qatar holds a growth rate of 10 percent. Such double-digit 
growth rates during the phase of devaluation quite obviously lead to 
generate a question as to whether it is an outcome of devaluation or 
something else. 
Attempt was made to resolve the controversy by means of regression 
approaches. It has been noticed in the second section of the present 
chapter that univariate regression suggests very strongly that increased 
remittances were functionally and statistically depended on foreign 
exchange rates. This means that devaluation was very effective to 
promote foreign exchange remittances of Bangladesh during the period 
under survey. However, it was realized that quite often a single variable 
regression does not provide dependable result particularly when both 
the dependent and independent variables are of increasing nature. 
Accordingly, a multivariate regression had been introduced. 
The multivariate regression had been defined by the equation 5.1. The 
independent variables are the foreign exchange rate of US dollar, 
foreign exchange rate of the third currency, a lagged variable and the 
time. It had been noticed that none of the regression parameters 
suggested that increased remittances were statistically and functionally 
depended on foreign exchange rates. In many cases the lagged variable 
turned up significant. This indicates that remittances are more 
responsive to structural macroeconomic variables other than 
devaluation. The results of multivariate regression indicate that there 
had not been any statistical evidence to suggest that devaluation 
contributed to promote remittances during the period under 
cor\sideration. 
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This chapter dealt with the remittances of Wage Earners of Bangladesh 
during the period under study. Efforts have been made to explore the 
role of devaluation in tiie promotion of wage earners' remittances. The 
forthcoming chapter deals with the Balance of Payments. Both the 
composition analysis and regression analysis will be done to explore the 
relation of devaluation with the different components of Balance of 
Payments of Bangladesh. 
196 
CHAPTER SIX 
BALANCE OF PAYMENTS 
AND DEVALUATION 
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6.1 Introduction 
In the discussion of previous chapters attempts were made to evaluate 
the role of devaluation in the improvement of the main lines of foreign 
trade of goods and services. These are some very important components 
of balance of payments but not the balance of payment in its complete 
sense. In view of the goals of effects of devaluation on the balance of 
payments, those discussions provide some important insights. Those 
insights would facilitate the present discussion on the totality of the 
balance of payments. The discussion in this chapter concentrates on the 
components of the accounts of balance of payments. The balance of 
payments of Bangladesh, like any other country, is comprised of the 
current account and capital account. This chapter is accordingly divided 
into two sections where section 6.1 deals with the current account and 
section 6.2 deals with the capital account. 
6.Z Current Account 
In the provision of the balance of payments of Bangladesh the 
composition of Current Account has been defined as: 
"The Current Account includes (a) Goods, Services <ind Incomes 
from implying provision or acquisition of real resources of the 
economy to and from the rest of the world, eind (b) Current 
Transfers offsetting provision or acquisition of the economy's real 
or financial resources for immediate consumption with out quid 
pro quo." (Balance of Payments 1999-2000, p.v) 
Accordingly, the discussion of the present section heis been subdivided 
into 4 subsections. Section 6.2.1 is concerned with the Balance of Trade, 
Section 6.2.2 deals with Balance of Services and Income Account, 
Section 6.2.3 deals with Balance of Current Ticinsfer and finally. Section 
6.2.4 deals with Balance of Current Account. 
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6.2.1. Balance of Trade 
In the third and fourth chapters there was a discussion of foreign trade 
that basically dominates the balance of trade. However, the accounting 
concept has not been taken under consideration and as such the 
discussion remains incomplete. In tiie present section such analysis is 
made in accordance with the accounting concepts based on quarterly 
data. In the composition of balance of trade, the same export figures are 
used that has been discussed earlier. Besides, certain import has been 
left out of the discussion as is customary in this kind of analysis. The 
left-out peirt is the import under loan and grants arrangements. Such 
imports are not t3rpically like the import on cash. These imports are 
usually made under long term aixjingements and in a preplarmed way. 
Importers are least bothered about the exchange rates. The typical 
examples are food imports against loan or grants, or import of capital 
machineries financed by project-aid. While discussing the foreign trade 
of Bangladesh these imports are commonly left out due to their 
irrelevance to the monetary phenomena like devaluation. Of course, for 
a discussion of bedance of payment this must be brought imder review, 
as that constitutes the accounts of foreign trade. In the appendix 6.1 a 
table has been represented to show the balcince of merchandise trade by 
mentioning the export and imports for accounting purposes. The export 
figure is the total export that has been used in the previous chapters. 
The cash-import and the import under barter and wage earner scheme 
are presented along with the import under the loan and grants. Thus 
the aggregates of all these import constitute total import for the 
accounting purposes. 
The statistical descriptions of the components of merchandise trade are 
provided in the Table 6.1. The figures of export per quarter during the 
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period under study take a Mean of Tk 42276 with a standard deviation 
of Tk 19021. The t-ratio is 2.2 suggesting the estimate is significantly 
different from zero. The coefficient of variance is 45 percent. The 
average growth rate of export per quarter during the period is 4.3 
percent to assume the annual growth rate of above 16 percent. It should 
be motioned here that the export figures are in their aggregates of the 
export on cash and under barter arrangements. There is no provision 
for export against any loan or grant arrangements. 
Total imports for accounting purposes are divided under three heads. 
The commonly used import figures are under the first head, i.e., the 
import on cash and under barter and wage earner scheme. The wage 
earner scheme was a popular scheme during eighties and early nineties 
when government of Bangladesh earmarked certain imports to be 
financed by the earnings of wage earners. There was a secondary 
foreign exchange market where tiie wage earners could have sold their 
earnings and importers of some selected commodities could have 
procured his import payments from there. The markets had been 
abolished in early-nineties eind since then there has not been any import 
under the wage earners scheme. However, in our earlier discussion 
such kind of imports had been included in the import figures. 
In the composition of total import, the import on cash head shared 
around 80 percent of the total import, import against loans eind credit 
shared 10 percent and import by aid and grants shared 10 percent. The 
import figures imder the head of cash, barter and wage earners' scheme 
takes a Mean of Tk 48622 million per quarter during the period under 
study. The standard deviation is Tk 18130 and the t-ratio is 2.7 to 
indicate that the estimate is significant at 5% level. The C.V. ratio of 37% 
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suggests the estimate a fairly stable one. The growth rate per quarter 
arrives at 2.7 percent. Import xmder loans and credit takes an average of 
Tk 6206 million. The estimate however is only significant at 10% level 
but not at 5% level. The growth rate however is quite alarming, which 
takes 16.5 percent per quarter. The growth rate can be compared with 
the main line of import which holds a growth rate of 2.5 percent per 
quarter. It seems that import xmder loans will dominate the composition 
of import in future. Considering its nature of basic consumption and 
capital goods such import can heirdly be controlled or may not need to 
be controlled either. Import against aid and grants holds a growth rate 
which is even higher. The growth rate is 32 percent per quarter. The 
Mean amounts to Tk 6464 million with a standard deviation of Tk 2407 
million. The t-ratio suggests the estimate significant at 5% level. It seems 
that import against grants holds a very stable fashion of high growth. It 
can be suspected that such import makes the coimtry dependent on 
certain product or technology that the country can not do without even 
if the grants are no more available. The total import figures take a Mean 
value of Tk 60542 million, which is statistically significant based on 
standard deviation and t-ratio. The growth rate is 4.2 percent that can 
be compared with the growth rate of exp)ort that is 4.3 percent. Taking 
the growth rate of the imports under loans and grants under 
consideration this indicates that the basic line of import grows at an 
acceptable rate, which is lower than the growth rate of export. 
The balance of merchandise trade figures during the period had always 
been negative to suggest that the coimtry suffers from a structural 
disequilibrium. The deficit per quarter varied from Tk 5510 million to 
Tk 32866 million. The Mean is Tk 18255 million which is statistically 
significant at 5% level. It should be mentioned that the country went 
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through the liberalization program of the IMF-World Bank since early 
1990s. In 1992 the country accepted Article 8 of the IMF, which dictates 
that the country should not impose any new import restriction and all 
the existing restriction of whatever form, must be eliminated as soon as 
possible. Since the acceptance of the Article 8 of the IMF, the country 
had earned considerable appreciations from the IMF-World Bank group 
in the aspect of import liberalization. Despite the liberalization the 
country, however, did not experience any deterioration in trade deficit, 
which is a very encouraging sign. The trend of deficit during the period 
is toweird an improvement as there is a positive growth rate of negative 
Mean to imply that deficit had been gradually going down quite at a 
high rate of 19 percent per quarter or around 76 percent per annum. 
Table 6.1: Statistical Description of the Items of Trade Balance (Quarteriy Data) 
Take in million 













Mean 42267 48622 6206 6484 60542 -18255 
Stand. Dev. 19021 18130 3318 2407 23466 7310 
t-ratio 2.2* 2.7* 1.9* 2.7* 2.6* -2.5* 
C.V. % 45 37 53 37 39 -40 
Growth Rate 4.3 2.5 16.5 32 4.2 19 
Source: Appendix 6.1 
The t-ratk) with single asterisk sign (*) indicates statistical significance at 5% level and the 
double asterisk sign (**) indKates the statistKal significance at 10% level. 
A multivariate regression is undertaken to evaluate whether 
devaluation does or does not contribute to the movements of the items 
of merchandise trade balance. The regression is a classical linear 
regression that takes the foreign exchange rate, lagged variable and 
time as the independent variables. The parameters of regression are 
presented in Table 6.2. 
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Regression Estimates of the items of Trade Balance 




















































































Source; Appendix 6.1 
The figures in parentheses indicate t-ratio. The single asterisl< sign (*) indicates statistical 
significance at 5% level and the double asterisk sign (**) indicates the statistical 
significance at 10% level. 
The regression estimates of quarterly data of total export against the 
four independent variables, i-e., the time, exchange rate, devaluation 
and lagged export were discussed in Chapter Four by the equation 4.1. 
The same estimates are represented in Table 6-2. The coefficient of 
determinant suggests that the regression has explained as much cis 95% 
of the variation in dependent variable with a very high F ratio 
suggesting the relation is statistically significant. However, only one of 
the 5 parameters has the quality of statistical significance. It is the time 
variable, which takes a positive sign with a figure of 1269. This suggests 
that with the change of each quarter the increase in total export 
amounts to Tk 1269 million. None of the other variables are significant. 
The coefficient of foreign exchcuige rate is positive to indicate a trend of 
export promotion due to better conversion rates but that lacks statistical 
significance. The coefficient of the dummy variable of devaluation holds 
a negative slope and lacks statistical support. The t-statistic is 1.1 and 
the slope is negative 1889. The constant term holds a negative value 
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which is not statistically significant. It seems that the regression fit of 
the last section, which was very impressive, is largely because of a poor 
specification of the functional form. 
In the Chapter Four Equation, 4.10 defined the regression form of total 
import being the dependent variable against the four independent 
variables, i.e., the time, exchange rate, devaluation and lagged import. 
The same estimates of regression have been represented in Table 6-2. 
The coefficient of determinants indicates that the estimated regression 
line had explained as much as % percent of the variation of the total 
import The F ratio of 257 is indeed high enough to reject the null 
hypothesis that the functional relation is not true. However, a further 
insight into the parameters suggests not a very encouraging sign. Only 
two of the four coefficient of slope happened to have statistical 
significance at 5% level of significance. One of the variables having a 
significant coefficient is tiie lagged import. Such a variable involves the 
cross sectional effects through the data of immediate past. The 
coefficient should be so interpreted that because of a certain status of 
the import of the previous quarter tiie current import is influenced by 
an amoimt of Tk 1618 million in each quarter. The contribution seems 
remarkable. The t-statistic of the lagged variable is as high as 4.2. The 
other independent variable having a significant coefficient is the time 
variable. The coefficient is 1114 and the t-ratio is 2.2. It seems that on an 
average in each quarter, the total import increases by as much as Tk 
1114 million due to the change of time. Neither the foreign exchange 
rate nor the dummy variable of devaluation could hold a significant 
slope coefficient. Based on the estimates, it can be said with due 
statistical support that promotion of total cash imiport is not 
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functionally dependent either on devaluation or on foreign excheinge 
rate. 
The regression estimates of Import under loans and credit indicate to 
have explained only 31 percent of the variation as revealed by the 
coefficient of determinants. The F-ratio is 2.0, which is not significant at 
5% level. This indicates that the null hypothesis of untrue relation can 
not be rejected. Among the slope coefficients none is statistically 
sigruficant at 5% level. Both the coefficients of the foreign exchange rate 
and the dummy variable of devaluation hold positive sign in 
contradiction with theory. It can be concluded that that there is no 
statistical evidence that devaluation is functionally related with the 
imports against loan. This is not surprising as because such imports are 
not related with markets. 
Regression parameters of the import against aid and grants also 
demonstrate a poor fit. The coefficient of determinant indicates to have 
explained only 11 percent of the variation in the dependent variable and 
also the F-ratio fails to reject the null hypothesis that the fimctional 
relation assumed by the regression is not true. None of the coefficients 
are significant as was expected. There is no direct relation of foreign 
exchange dealings in course of such imports. Commodities imported 
under this category are basically capital goods under project aid. The 
foreign exchange rate is relevant here only for accounting purposes and 
as such devaluation is not expected to have played any role as such. 
The regression estimates of total import demonstrate a good fit. The 
coefficient of determinants indicates that as much as 94 percent of the 
variations had been explained by the empirical line. The F-ratio is 
significant as well at 5% level. However, the coefficients of independent 
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variable do not turn up very significant. Only the time variable holds a 
coefficient which is significant at 5% level. It shows that the average 
increase of total imports per quarter is Tk 1874 million. None of the 
other variables, including the foreign exchange rate and the dummy 
variable of devaluation, experiences a significant coefficient. The 
coefficient of foreign exchange rate, however, holds a negative sign, as 
is expected theoretically, but tiiat fails to hold statistical significance. 
The coefficient of devaluation, the dummy variable is positive to 
suggest that there is no evidence that devaluation contributes to reduce 
imports. This is not unexplainable in view of the composition of import 
which is largely dominated by capital goods and inputs having very 
low elasticity of prices and foreign exchange rates. Import of this 
category depends on structural circumstances. The technology 
Bangladesh is basically an import-dependent one; and as long as the 
choice of technology does not change it is not possible to curb such line 
imports of goods. The other components of foreign aided import of 
project goods and food items also do not depend on the exchange rates. 
Only the import of consumer goods of high price elasticity can be 
expected to be controlled. Besides, a huge bulk of that is of luxurious 
goods, which has may have increased due to the process of import 
liberalization during the period under study and accordingly, 
devaluation fails to reduce that as well. 
The regression parameters of the balance of trade indicate that 51% of 
the v£iriation in the dependent variable has been explained by the 
regression. The F-ratio is 10.1 that implies that the function is 
statistically significant to reject the null hypothesis of untrue relation. 
None of the independent variables has been observed to have a 
statistically significant coefficient. Both the coefficients of foreign 
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exchange rate and devaluation are of negative sign, which may give 
some indication of effectiveness of devaluation in reducing the trade 
deficit during the period under study. 
6.2.2. Balance of Services and Income Account 
For the purpose of present analysis the two separate accounts are 
treated as sources of a single account called as the Services Jind Income 
Accoimts. Balance would be derived in the aggregates of both the 
accounts. Before going into discussions it seems relevant to give an idea 
of each of the components of this account. At first we shall be concerned 
with the services account and then with the income account. 
The Services imply provision or acquisition of services of an economy 
to and from the rest of the world. The credit entries measure the 
services provided to, and the debit entries measure the acquisition of 
services from the rest of the world. The main components of services are 
as following: 
a) Transportation: This covers all transportation (sea, air and 
others) services tfiat are performed by residents for those of non-
residents and involved with carriage of passengers, movement of 
goods (freight), chfirges of carriers with crew and other related 
supporting and auxiliary services. The credit entry represents 
the services provided by the Bangladeshi for the foreigners and 
the debit entry represents the services received by Bangladeshi 
provided by the foreigners. 
b) Travel: It represents receipts and payments under travel for such 
purposes as business and personal. Business travelers are usually 
commercial travelers, government employees on official travel 
and employees of international organizations on official mission. 
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Personal travel covers travelers going abroad for religious, 
educational, health purposes, visits to relatives and friends, 
participation in sports etc. The payments made by Bangladeshi 
for these purposes take the debit entries and the payments made 
by foreigners in Bangladesh make the credit entries. 
c) Communication Services: It covers receipts and payments on 
account of telephone, telegraph, facsimile and telex, including 
broadcasting and electronic mail services, postal and courier 
services. 
d) Construction Services: It covers receipts for works abroad on 
construction projects and ii\stallation by personnel of resident 
enterprises and p[payment on account of salary and allowances 
paid to tiie personnel of non-resident enterprises engaged in 
construction projects in Bangladesh. 
e) Insurance: Credit entries cover net premium on direct insurance 
and reinsurance assumed by resident insurance companies. Debit 
entries cover premium on merchandise insurance on imports. 
Such figures of import related insurance payments are not 
available separately but included in the freight. An estimated 10 
percent of import freights is treated as insurance. 
f) Financial Services: Receipts by banks operating in Bemgladesh 
from their offices and correspondent abroad and payments by 
banks to their branches and correspondents abroad on account of 
commission, cable charges including fees associated with letter of 
credit, bankers' acceptances, lines of credit, financial leasing, and 
other fees are included in financial services. 
g) Computer and Information Services: It covers receipts and 
payments on account of computer data and news related services 
including data processing, hardware consultancy, software 
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implementation, maintenance and repair of computers and news 
agency services. 
h) Royalties and License Fees: The items covers receipts and 
payments associated with the authorized use of int£ingible non-
produced no-financial assets and proprietary rights, such as 
patents, copy rights, trademarks, etc. 
i) Other Business Services: Receipts and payments on accoimt of 
merchanting and other trade related services, operational leasing 
and miscellaneous business, professional and techniceil services 
are covered imder this. 
j) Entertainment and Cultural Program: It covers receipts and 
payments on account of audiovisual and related services zuid 
other cultural and recreational services. 
k) Government Services: The primary credit entries under this head 
is the expenditures of foreign diplomatic missions and 
international organizations in Bangladesh and the primary debit 
entries are the expenditures relating to Bangladesh diplomatic 
personnel, diplomatic and trade mission, eind military 
expenditures abroad. 
Income Account The income component of the Balance of Payment is 
restricted to income earned from the provision of the two factors of 
production, labor and capital. Accordingly income earned from the 
labor is called compensation of employees while income earned from 
the capital is called investment. 
a) Compensation of employees: Wages, salaries and other benefits 
received by short term workers (less than one year) from non-
resident employers and that of local staff of embassies, consulates 
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and international organizations are ti-eated as credit entries while 
the reverse are debit entries under this head 
b) Investment income: Investment income can be derived from the 
following sources: 
i) EKrect investment The credit entry covers profit receipts 
on equity participation and interest receipts on debt by 
Bangladeshi direct investors from abroad and debit entries record 
the profit and interest paid to the foreign direct investors by the 
reporting economy. 
ii) Portfolio investment The credit entry covers dividend 
accrued on equity securities (shares) and interest received from 
holding of foreign bonds, notes, and money market instruments 
and associated financial derivatives. The debit entries are the 
payments on account of the same instruments to the foreign 
investors. 
iii) Other investment The credit entry under the this head 
includes mainly interest and discoimt received by Bangladesh 
Bank from investment accotmt and treasury bills and receipts of 
interest or discoimt on all other resident claims on non-resident 
other tiian direct and portfolio investment The debit entry 
represents mainly interest payments of Medium and Long Term 
Loans and other short term loans, payment of IMF charges and 
payment of interest or discoimt on all other liabilities to the non-
residents other than direct zmd portfolio investment. 
For conveniences of discussion we shaU make an aggregate of all the 
components of receipts of Service Accoxmt, all the components of 
payments of Service Accoimt, all the components of receipts of Income 
Account and all the components of payments of the account, and then 
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derive the balance called as the net figures of the Services and Income 
Account of the Current Account of Bangladesh. The other part of 
Current Account so far left out is the Transfer Account that will be 
discussed in the next sub-section. 
Table 6.3 provides a statistical description of receipt of Service and 
Income and payment of Services eind Income and the net balance. 
Ehiring the period imder consideration receipt from services varied 
from Tk 3740 million to Tk 12538 million. The Mean takes a value of Tk 
6809 million with a standard deviation of Tk 2086 million. The t-ratio is 
3.3 suggesting the estimate significant at 5% level. The coefficient of 
variance is 31 percent, which indicates a stable nature of the variable. 
The average growth is also satisfactory to a rate of 3.6 percent that 
implies an annual growth rate of around 15 percent. Compared to that 
the payment of services varied from Tk 5729 million to Tk 22183 
million. The average during the period is Tk 12768 million and the 
standard deviation is Tk 3863 million. With regard to t-statistic, 
coefficient of variance and the growth rate the payment of services is 
quite similar with the estimates of receipts of services. The only and 
remarkable difference is that, in absolute figures, the payment of 
services is double the receipt of services. Bangladesh being one of the 
poorest countries in the world the tendency to move with the rest of the 
world seems a bit of a luxury particularly when tiie items of services are 
not necessarily inevitable. The Mean figure of payment is almost double 
that of the receipts suggesting the same growth rate does not mean the 
same value in figures. Foreign exchange constraints of Bangladesh is 
quite acute in comparison with that of most of the nations in the world 
that also indicates that there was a poor performances in the form of 
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lavish expenses made by some concerned authorities. This is the sector 
where austerity measures are usually expected to have success. 

























































Source: Appendix 6.2 
The t-ratio witti single asterisk sign (*) indicates statistical significance at 5% level and the 
double asterisk sign (**) indKates the statistk:al significance at 10% level. 
The receipt of income varied from Tk 881 million to Tk 3081 million. 
The Mean of the receipt of services is Tk 1344 million with a standard 
deviation of Tk.576. The t-ratio is 2.3 suggesting the estimate 
significantly different from zero at 5% level. The coefficient of variance 
is 43 percent suggesting the variable is stable. The growth rate of 
income receipts is 8.9 percent per quarter that amounts to an annual 
growth rate of around 35 percent which seems an encouraging sign. 
Compared to the receipts figures, the payment of income varied from 
Tk 1344 million to Tk 5006 million during the same period. The Mean is 
Tk 2229 million and the standard deviation is Tk 797 million. The t-
statistic suggests tfie estimate significant. The growth rate is 6 percent 
per quarter. In comparison with \he receipts of income and payments of 
income it can observed that the payment is almost double the size of 
receipts in terms of averages. Both the variables are stable despite their 
quarterly figures that are exposed to seasonal variations. With regard to 
the growth rates the credit side is growing at a rate which at least 10 
percent higher than the debit side, which shows a nice trend for the 
deficit prone economy of Bangladesh. The outflow of income is related 
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with foreign investment in Bangladesh. The government of Bangladesh 
had made tremendous efforts to promote investment climate since early 
eighties. The World Bank-IMF group suggested the aid-consortium that 
the country is a heaven for foreign investment. However, none of the 
efforts evidenced a promising trend as the growth rate of outflow 
lagged behind the growtfi rate of inflows by quite some margin. The 
Mean figure is only double that also sounds inadequate foreign 
investment due to what the income from those investment failed to 
demonstrate the dominance over tiie inflow by at least a few times. It 
does not need to mention that with regard to foreign investment 
Bangladesh is a host coimtry, not a guest country. A comparison with 
the income from tiie investment of Bangladesh abroad is in no way 
comparable with the income payment to foreign investors in 
Bangladesh. In this consideration neitiier the growth rate nor the Mean 
shows a favorable performance of Bangladesh in attracting foreign 
investment. However, a higher growth rate of inflows of foreign 
exchange is a good sign for Bangladesh. 
The discussion above makes a segregated discussion of income and 
services that revealed that in botii the cases, debit or payment figures 
are much higher than the credit or receipt figures. Now tfie two 
accounts would be combined to move forward to the net effects. Table 
6.3 shows that the Receipts in total from Services ej\d Income v£uied 
from Tk 1522 million to Tk 12538 million. The Mean is Tk 8153 million 
which is statistically significant at 5% level. The coefficient of variance is 
only 26 percent to indicate that the variable is quite precise. Compared 
to that, the aggregate payment of services and income varied from Tk 
725 million to Tk 27289 million. The Mean is Tk 14996 million which is 
significantly different from zero at 5% level. The growth rate of 
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payment or debit side is very close to the growth rate of the credit or 
receipt side. The trends of both the sides are thus identical during the 
period of study. The difference lies in the absolute figures. The outflow 
is more than double the inflow and this must have made the trade 
deficit even worse. 
The net balance of Service and Income Account during the period under 
study had never been positive to imply that debit side is always greater 
than the credit side. The deficit from this combined account of income 
and services varied from Tk 2758 million to Tk 14973 million. The Mean 
deficit per quarter is Tk 6844 million, which is statistically significant. 
To control the phenomena we are interested to know if devaluation has 
got any functional relation with these variables and for that reason we 
need to have some regression approaches to tiiese variables. 
A multivariate classical linear regression has been run to assess the 
nature of functional relations of the components of tiie Service and 
Income Account of the Current Account. The independent variables are 
the same as before, viz., the foreign exchange rate, a dimuny variable of 
devaluation, a lagged variable and time. The empirical estimates are 
presented in Table 6.4. 
The regression parameters of the receipts of services indicate that 82 
percent of the variation had been explained by the function. The F ratio 
obtained shows that the relation is statistically significant at 5% level. 
Among the coefficients, however, only one is significant at 5% level 
while others fail to establish a significant coefficient. The significant one 
is that of foreign exchange rate. The sign of the coefficient of foreign 
exchange rate is positive, consistent to the theoretical anticipation. 
Devaluation should motivate foreign exchange receipts of services as 
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that being converted into local money become more handsome because 
of devaluation. Thus there is empirical evidence to suggest that 
devaluation was successful in the promotion of receipts of services. The 
numerical estimate indicates that one Taka devaluation promotes the 
receipt of services by am amount of Tk 276 million. However the same 
line of evidence is not available in the coefficient of devaluation as the 

















Regression Estimates of the Components of Service & Income A/C 

































































































Source: Appendix 6.2 
Figures in parentheses indicate 
significance at 5% level and the 
significance at 10% level. 
-ratio. The single asterisk sign (*) indicates statistical 
double asterisk sign (**) indicates the statistKal 
The next regression is concerned with the receipt of income. The R-
square indicates tiiat only 25 percent of the variation in the dependent 
variable had been explained by the regression. The F-ratio is 2.5, which 
is not enough to reject the null hypothesis of imtrue relations at 5% level 
but at 10% level. There are at least three coefficients including the 
intercept that are significant at 5% level. The foreign exchange rate and 
time are the two variables having significant slope coefficients. The 
coefficient of foreign exchange rate however holds a negative sign. 
There is no reason for the contraction of the receipts of income when the 
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rate of exchange becomes more favorable. This must be due to some 
statistical discrepancy. Devaluation may either promote such receipts 
when it is effective or it may fail to promote such receipts when it is 
ineffective; but in no way it can be rationalized that because of 
devaluation foreign exchange receipts goes down. Of course, the 
dummy variable of devaluation failed to hold a significant coefficient. 
The other variable having statistically significant coefficient is that of 
time. The sign is positive to sigrufy that increase of receipts is due to 
cheinges in time. The cheinge per quarter amoimts to Tk 72 million. This 
sotmds quite sensible. When the time series data follows a stable 
increase, as is the present case, time may turn up as a significant 
variable. The other coefficient having statistical significance is the one of 
intercept term, which holds a positive figure of Tk 8721 million. For our 
purpose this bears little significance. 
The variable of total receipts being regressed similarly holds a R-square 
of 0.72. The F-ratio suggests the relation is significant. Despite a good fit 
as demonstrated by R-square £ind the F-ratio, none of the vriables 
happens to hold a coefficient sigruficant at 5% level. The coefficient of 
time however is significant at 10% level. The change in total receipts of 
income and services due to time takes a figure of Tk 138 million per 
quarter. 
The regression estimates of payment of services indicate to have 
explained 84 percent of the variation. The F ratio suggests that the 
relation is true at 5% level. Among the coefficients of slopes only that of 
time holds a coefficient significant at 5% level. This indicates that there 
is an increasing trend in the payment of services due to time by an 
amount of Tk 282 million per quarter. The coefficient of lagged 
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variables is significant at 10% level. The coefficient is Tk.0.4 million that 
indicates that the lagged variable contributes 40 percent of its value to 
the data of the following quarter. Neither the foreign exchange rate nor 
the dummy veiriable of devaluation holds a significant coefficient 
although both the coefficients of the variables hold negative sign, which 
is consistent to tfieory. If the coefficient of foreign exchange rate was 
significant that would imply tfiat one Taka devaluation contributes to 
reduce the payments by an amount of Tk 162 million. The t-statistic of 
the coefficient of the dtunmy variable of devaluation is 1.3 which 
although is not significant but indicates that a quarter experiencing 
devaluation reduces the payment of services by Tk 737 million 
compared to a qu£irter experiencing no devaluation. The result sounds 
sensible but not backed by statistical significance. 
The regression parameters of the payment of income hold a coefficient 
of determinant that indicates to have explained only 69 percent of the 
variation in tfie dependent variable. The F-ratio suggests the functional 
relation is true at 5% level. Among the independent variable only tile 
foreign exchange rate holds a coefficient, which is significant at 5% 
level. The coefficient however holds a positive sign that can not be 
rationalized conceptually. Devaluation may or may not reduce foreign 
exchange outflow but it can be in no way remimerative to promote 
foreign exchange payments. The coefficient of the dummy variable of 
devaluation altiiough is not statistically significant, but holds the right 
sign to suggest a reduction in payment of income during the quarter of 
devaluation compared with the quarter without devaluation. 
The regression estimates of total income look quite good in terms of R-
square and the F-ratio. As much as 83 percent of the variation has been 
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explained by the regression and the relation assumed is significeuitly 
true. However none of the coefficients has been observed significant. 
The coefficient of devaluation, the dunimy variable holds a negative 
sign and so does the coefficient of foreign exchange rate, which gives an 
indication tfiat devaluation was effective in reducing the foreign 
exchange payment under tihe head of income. The observation however 
is not statistically significant. 
The regression estimates of the net figures of the IiKome and Services 
Account indicates that 69 percent of the variation in the net balance has 
been explained by the regression function, which is statistically 
significant based on F ratio. Among the coefficients of independent 
variables only the one of time holds a coefficient significant at 5% level. 
The sign of the coefficient is negative. Thee coefficient implies that the 
deficit in the quarterly Income and Service Accoimt has been declining 
during the period of study by an amount of Tk 304 million per quarter 
due to time. The coefficients of both the foreign exchange rate and the 
dummy variable of devaluation hold positive signs to imply that 
devaluation contributed to reduce tiie deficit in the Account although 
the remark is not duly supported by statistical significance. 
6.2.3 Balance of Current Transfer 
Current Transfer account is the third and last component of the Current 
Account of Bangladesh. The previous name of the account is 
Unrequited Transfers as it has certain attributes of one-way 
transactions. Foreign grant is the typical example. Workers' remittances 
has certain similar features as it appears for accounting purposes and 
accordingly takes a part of transfer account. The account is bifurcated 
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•as 
into two parts: Official and Private. A brief statement of each of them is 
as follows: 
a) Official: The credit entries for current transfers of Official or the 
General Government includes grants in the forms food, 
coirunodity and technical assistances received from donor 
countries and international organizations. Debit entries represent 
payments on the same account. The official source of the account 
is generally dominated by credit entries as the outward 
transaction is of very insignificant amount. The average 
contribution of official source to the aggregate credit side of the 
accounts is arotmd 20%. 
b) Private; Credit entries under tlds head mainly cover remittances 
of the wage earners of Bangladesh living abroad. It also includes 
the donations provided by foreign private organizations. 
Payment on the same accounts constitutes the debit entries. The 
accoxint as such is basically of credit balances and there is ein 
obvious dominance of workers' remittances on the overall credit 
balance as that share around 80% of the credit balances. 
The Table in Appendix 6.3 represents the figures of private inward and 
outward transfers and the net official figures bifurcated into cash and 
non-cash grants as well as the net figures of combined private and 
official grants, which in fact is the balance of Transfer Account. Based 
on these figures the statistical description is provided in the Table 6.5. 
It has been mentioned already that Current Transfer can be either from 
private sources or from official sources. Accordingly, Table 6.5 
represents the transfer of each of these categories. For conveniences of 
discussion, current transfer from private sources is divided into inward 
and outward transfers and then, the total transfer from private sources 
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has been shown in the table. Current Transfer from official sources has 
been reported however in a different manner due to the reporting 
system of the Government of Bangladesh that ignores the basis of 
inward and outward flow 2md takes only the net figures imder 
consideration. A different kind of classification of the net figures of 
official current trzinsfer into ceish transfer cind non-cash trfinsfer had 
been deemed relevant to the government and accordingly, the same 
classification has been maintained in the Table. It is logical in the sense 
that the outward transfer from tiie Goverrunent of Bangladesh is quite 
uncommon and negligible in figures. So it is not necesseiry to maintain a 
separate head for that. Rather titie foreign grants whether in the form of 
cash or non-cash bears more significance. The non-cash part includes 
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Source; Appendix 6.3 
The t-ratio with single asterisk sign (*) indicates statistical significance at 5% level and the 
double asterisk sign (**) indicates the statistical significance at 10% level. 
It has been observed in tiie Table 6.5 that the Meein inward flow from 
private sources during the period under consideration amounts to Tk 
16956 million with a standard deviation of Tk 6201 million. The Mean is 
for a quarter, which amounts to Tk 67824 million per armum. The figiure 
can be compared with the Mean remittances of wage earners of 
Bangladesh that has been described in the last Chapter. The Mean 
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remittance per year during the same period was Tk 66327 million. The 
Mean estimate was significant only at 10% level. Ignoring that 
difference in statistical significance, it should be mentioned that 
Remittances shared 97.8 percent of the inward transfer from private 
sources during the period. The coefficient of variance of the inward 
transiei is 36 percent that seems quite acceptable in the volatility of 
international markets. The growth rate per quarter is 4.4 percent that 
amounts to 17.6 percent per annum which is very promising in the 
context of the economy of Bangladesh suffering from structural deficit. 
The growtfi rate can be compared with that of the remittances, which 
takes an annual rate of 16.7 percent. The little surplus in the growth of 
inward transfer from private sources indicate that the inward transfer 
from sources other than wage earners' remittances although shares less 
them 3 percent of the total inward private tremsfer but puUs the overall 
growth rate higher by an ama2dng rate. That part is comprised of gift 
and donation and other similar imrequited transfer in business and 
private sectors. 
The outward private transfer takes a quarterly Mean of Tk 34 million 
with a standard deviation of Tk 24.2 million. The t-ratio suggests the 
estimate not significant. The volatility in the variable is also 
demonstrated by high coefficient of variance. The growth rate per 
quarter is as high as 23 percent but not reliable in view of the volatile 
nature of the variable. 
Much more meaningful is the net private transfer that holds a Mean of 
Tk 16922 million with a standard deviation of Tk 6182.4 million. The t-
ratio suggests the estimate significant at 5% level. The coefficient of 
variance is 36.5 percent, the same as the coefficient of variance of 
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inward transfer. This implies the dominance of remittances from wage 
earners of Bangladesh not only on the private inward transfer but also 
on the net balance of the private imrequited transfer of Bangladesh. 
The official cash transfer in its net figure held a mean of Tk 1329 million 
with a standard deviation of Tk 1481 million. The standard deviation 
holds a value more than the Mean that implies the volatile nature of net 
official cash transfer during the period. The figures in the Appendix 6.3 
indicate that the quarterly figures of net official cash transfer varied 
from 0 to Tk 3583 million. In fact, in 15 cases of the quarters during the 
period it had been zero. The t-ratio suggests the Mean not statistically 
significant. The coefficient of variance is as high as 111%. The growth 
figure of such variable is indeed irrelevant. Of course, the role of official 
net cash transfer is not ignorable with regard to the total official net 
figure. It shares as much as 20 percent of the net total official treinsfer 
during the period despite being zero in 15 cases. 
The non-cash foreign grants in ttie form of food and non-food-like 
commodity and project are the components of non-cash official transfer. 
The Mean takes a value of Tk 5159 million. The standard deviation is Tk 
2585 million which assumes a t-ratio statistically significant only at 10% 
level. The coefficient of variance is as much as 50% to imply the volatile 
nature of the variable. In absolute figures it varied from Tk 882 million 
to Tk 10921 million during the period. The growth rate per quarter is as 
high as 35 percent that indicates the trend of increasing dependency of 
the economy on foreign aids in the non-food sector at an alarming rate 
even after 30 years of independence. It seems that the dependency on 
foreign aid had become structural in nature that substaintiates the view 
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of the famous economist Rehman Sobhan is his rightly titled book of 
"Crisis of External Dependency" (Sobhan 1995). 
The official net transfer figures combine both the cash and non-cash 
transfer and hold a Mean Tk 6488 million. The standard deviation is Tk 
2735 million. The t-statistic suggests the Mean significantly different 
from zero at 5% level. The growth rate per quarter is also as impressive 
as 26 percent. Based on the Mean estimates, the cash transfer 
contributes 20 percent and the non-cash shares 80 percent. 
By combining the private and official transfers the net balance of the 
Transfer Accoimt is derived. The Mean of the Net Balance holds a credit 
balance of Tk 23410 million. The t-ratio indicates that the estimate is 
significant at 5% level. Out of the Mean, Transfer of Private sources 
contributes 78 percent and Official sources contributes 22 percent. Thus 
the credit balance of Transfer Account is largely contributed by the 
remittances of wage earners of Bangladesh. 
The discussion so far has been concerned with the descriptive statistics. 
The role of devaluation has not been taken care so far, which is the goal 
of the present study. Accordingly a regression approach is warremted. 
In the following discussion an effort is made to concentrate on the 
regression approach on the items of Current Transfer Account. The 
regression is like tiie earlier one of multivariate linear regression. The 
independent variables in consideration are also similar in nature, viz., 
the foreign exchange rate, a dummy variable of devaluation, a lagged 
variable and the time. The regression estimates are presented in Table 
6.6. 
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Table 6.6: Regression Estimates of the Components of Current Transfer Account 














































































































Source: Appendix 6.3 
Figures in parentheses indicate 
significance at 5% level and the 
significance at 10% level. 
-ratios. The single asterisk sign (*) indicates statistical 
double asterisk sign (**) indicates the statistical 
The estimates of regression of the private inward transfer hold a 
coefficient of determinants to have explained as much as 95 percent of 
the variations. The F-ration shows that the null hypothesis that the 
relation assumed in the regression line is not true should be rejected 
with 95 percent confidence level. The intercept term is statistically 
significant and holds a very high negative value, which have no rational 
meaning. Among the coefficient of slopes two have shown statistical 
significance at 5% level. Those are the foreign exchange rate and the 
time. The coefficient of foreign exchange rate holds a positive sign as 
was expected theoretically to demonstrate that devaluation was 
effective in the promotion of inward foreign exchange transfer. The 
dummy variable of devaluation however failed to have a significant 
coefficient and what is even worse is that it holds a negative sign. It 
indicates that during the period imder consideration the quarters with 
devaluation experienced less inward transfer than the quarters without 
devaluation. May be that it takes quite some time to adjust the economic 
activities in response of devaluation. One of the hypotheses is 9 to 18 
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months (Chacholaid, M 1995). The other coefficient that held statistical 
significance at 5% level is time. The variable indicates that inward 
transfer increases by an amount of Tk 310 million in each quarter. That 
makes sense. The lagged variable however fails to hold a significant 
coefficient. 
The regression estimates of private outward transfer explain 66 percent 
of the variation in the dependent variable based on R square. The F 
ratio indicates that the relation is significant at 5% level. The only 
coefficient, which is significant, is that of time. It indicates that there has 
been a decrease of outward transfer by an amount of Tk 2.2 million per 
quarter. The coefficient of foreign exchange rate holds a positive sign 
that was not theoretically expected but the coefficient of devaluation 
holds a negative sign as was expected. The negative sign indicates that 
there was a declining trend in outward transfer during the quarter with 
devaluation than without. This sounds quite plausible to ensure the 
effectiveness of devaluation. However, the observation was not backed 
by statistical significance. 
The regression estimates of net private transfer seem quite good. The R-
square claims to have explained as much as 95 percent of the variations. 
The F ratio suggests the relation significant at 5% level. Both the 
coefficients of foreign exchange rate and time hold tiie coefficient of 
statistical significance at 5% level. The signs of the coefficients are also 
compatible with the theoretical anticipation. It is interesting to note that 
the net private transfer takes the form of regression equation that is 
very similar with the private inward transfer line. This demonstrates an 
overall dominance of inward transfer, or more specifically the wage 
earners' remittances on the net figures. 
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The official or government transfer has been in their net form and was 
divided into cash and non-cash transfers. It has been mentioned that the 
net figures do not undermine the utility of the data, as the official 
transfer is basically comprised of foreign donation that is not 
reciprocated by the donation made by Bangladesh. After all, 
Bangladesh is not a donor country; she is rather a recipient. The 
estimates of regression of the official net cash flows indicate that only 33 
percent of the variation has been explained by the empirical regression 
line based on the coefficient of determinant. The F-ration is 3.7, which is 
significant at 5% level to signify that the relation assumed by the 
regression is true at 5% level. Among the coefficients only that of time 
holds the statistical significance at 5% level in addition to the intercept 
term that was significant as well at the same level. The coefficient of 
time holds a positive sign to indicate that through the process of time 
the official cash inflow observed a positive trends amounting Tk 166 
million per quarter. This implies a trend of increasing dependency of 
the economy of Bangladesh on cash donation through official sources. 
The coefficients of foreign exchange and of the dummy variable hold a 
negative sign to imply that devaluation contributed adversely to the 
flow of net cash official transfer, which is contrary to theory. This not 
surprising since the cash donation should not have been a factor of 
devaluation but of various socio-economic indicators as is rightly 
demonstrated by flie poor t-ratio. 
The regression estimates of non-cash official transfer takes a coefficient 
of determinant of only 25 percent. The fit is also poor in terms of F ratio, 
which says that the function is not true at 5% level but only at 10% level. 
Neither the coefficient of intercept nor the coefficient of any of the 
independent variables happens to have a significant t-ratio. The 
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observation seems plausible. This signifies the exogenous nahire of the 
dependent variable that is basically comprised of food eind commodity 
aid. There is no apparent reason for what this kind of non-cash flow 
should have a besuring either on foreign exchange rate or on 
devaluation. The failure of the coefficient of time as well as the lagged 
variable to have statistical significance is encouraging from the socio-
economic view jx)int of Bangladesh. This demonstrates no systematic 
pattern of dependency on foreign aid as far as food and commodity aie 
concerned. The economy requires this aid on various economic crises 
like natural calamities, draught, flood or others which does not have a 
stable pattern of happening. Similarly the variable of food aid gives a 
good indication. If the climate goes good the country produces good 
food to have an autarky in food and if the climate goes bad then she 
needs the food aid. This is a kind of promotion of the economy from the 
earlier state like 1970s and early 1980s when the economy had a 
structural dependency on food aid. 
The next regression was against total official net flow. The R square 
indicates that 37 percent of the variation has been explained by the 
regression with an F-ratio which is not significant at 5% level but is at 
10% level. None of the coefficients is statistically significant to 
demonstrate the non-economic and unsystematic nature of the variable. 
The total balance of the Current Transfer Account in combination of the 
private and official sources takes an empirical regression line which 
holds an F-ratio that is significant at 5% level. The coefficient of 
determinants suggests having explained about 70 percent of the 
variation. None of the coefficient is statistically significant, neither at 5% 
level nor at 10% level. The possibility of multicollinearity can not be 
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ruled out. The t-ratio of lagged variable is 1.1 and that of foreign 
exchange rate is 1.3. These two can be used to develop a multivariate 
regression of cross-sectional data to explain the variable further in 
detail. However, for the purpose of the present study this suffices to say 
that there is no statistical evidence to indicate that the flow of current 
transfer is a function of devaluation. 
6.2.4. Balance of Current: Account 
It had been already mentioned that the Current Account of the Balance 
of Payments of Bangladesh is comprised of three accounts, viz.. Balance 
of Trade or net export of tangible goods. Balance of Income and Services 
in the form of business income and requital services and Balance of 
Transfer Accounts in the form of wage earners' remittances and of cash 
and conmiodity aid. All the balances of these accounts, may it be debit 
or credit balances, in combination result in the Balance of Current 
Account. The purpose of the present section is to decompose the 
Balance with regard to each of the accounts. The prime focus is of 
course the Current Account Balances. The statistical descriptions of 
these accounts are presented in the Table 6.7 whereas the absolute 
figures are represented in Appendix 6.4. It should be mentioned at this 
point that the purpose of using quarterly data in the analysis is no more 
valid for time being. The discussion of the present section would deal 
with annual data because of the fact that balance of payment is defined 
as the annual statement of the flow of goods and services of the country 
with the rest of the world. The use of quarterly data facilitates us with 
certain insights with regard to the response of devaluation but that 
certainly is not a better statement than the annual one. For example, the 
errors of omission are a source of disturbances more in quarterly 
accounts than in annual ones. The other demerits include the one of 
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seasonal variation. Thus for the purpose of the present discussion the 
annual data is used. 
Table 6.7: Statistical Description of The Balances of Current Account 













































Source: Appendix 6.5 
The t-ratio with single asterisk sign (*) indicates statistical significance at 5% level and the 
double asterisk sign (**) indicates the statistical significance at 10% level. 
It has been observed in the table that balances of Current Accounts of 
Bangladesh have experienced both positive and negative balances 
during the period of the study. It varies from an amount of a deficit of 
Tk 38850 million to a surplus of Tk 13961 million. The Mean however is 
a surplus of an amount of Tk 9210 million. The standard deviation is as 
high as Tk 18957 million. This leads to a poor t-statistic indicating that 
the Mean is not significantly different from zero at 5% level. The 
coefficient of variance is as high as 205% suggesting a volatile nature of 
the variable. The growth rate of 467 percent is more an outcome of the 
fluctuation raiher than an annual stable growth rate. The composition of 
the balance of current accoimt indicates that there was always a deficit 
of trade balances as well as of the balances of Services and Income 
Account during the period imder study. On the other hand there were 
always surpluses in the balances of current transfer that neutralized the 
overall deficits and in some of the years generated surpluses as well. 
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The annual trade deficits during the period varied from Tk 105900 
million to Tk 46292 million. The Mean deficit is Tk 78822 million, which 
is statistically significant at 5% level. The deficit is eight and half times 
the average deficit of the Current Accounts. The trend of deficit during 
the period however is toward an improvement as is demonstrated by a 
positive growth rate of as much as 8.8 percent per Einnum. The 
coefficient of variance is only 26 percent that indicates a stable nature of 
the variable of trade deficit. 
The other source of deficit of Current Accotmt of Bangladesh is the 
Income and Services Account During the period under study that also 
experienced deficits with in a range from Tk 14013 million to Tk 63494 
million. The Mean takes a value of Tk. 32321 million of deficit. The t 
statistic indicates that the estimate is sigiuficant at 5% level. The growth 
rate is an impressive 14.1 percent suggesting that the account has 
improved remarkably in terms of its deficits during the period. 
Although in the earlier analysis there has not been any statistical 
evidence observed to indicate that the reason behind the improvement 
of both the Balance of Trade and the Income and Services Accoimt is 
attributed to the role of devaluation but the arguments in favor of 
devaluation can not be ruled out. It is true that there have been too 
many devaluations during the period and at the same time there has 
been some remarkable improvement in the deficits of these two 
accounts. This leads the policy makers to believe that the improvement 
is because of devaluation. 
The other account is the one of Current Transfer. This is the account that 
salvages the current account of Bangladesh. It is only because of this 
account that in some years there were surpluses in the Current account 
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of Bangladesh. The surpluses varied from Tk 68412 million to Tk 162673 
million. The Mean surplus of Current Transfer Account amounted to Tk 
101933 million. The t-statistic indicates that the Mean is significantly 
different from zero at 5% level. The Mean in comparison v^ith the 
deficits of tiie Balance of Merchandise Trade is 30 percent higher than 
the Mean of trade deficits. It can be duly said that the huge import of 
Bangladesh is basically financed by the remittances of wage earners 
who are the basic contributors of Current Transfer Account. The growth 
rate of the surplus of Current Transfer Account is also impressive. The 
annual growth rate is 9.1 percent, which is slightly higher than the 
growth rate of trade deficit 
6.3 Capital Accottnt 
The IMF had rationalized the accounting practice of Balance of 
Payments in 1997 for all of its member countries. As a result, the 
conventional form of capital account of the Balance of Payments of 
Bangladesh was realized faulty and hence, discarded. The new practice 
is in accordance with the global standard and much more scientific. One 
of the limitations in the earlier practice, for example, is that the capital 
account used to be under two heads, long terms and short term capital. 
It was realized that capital account must not incorporate any short term 
dealings. Accordingly since 1997 there has not been any item in the 
Capital Account of Bangladesh like short-term capital flows. The reason 
behind mentioning the change of tfie accounting practice of the balance 
of payments of Bangladesh at this point is that the period under study 
needs to be divided into two parts for the discussion of capital account 
of Bangladesh. The first period is extended up to June 1997 and the 
second part starts from July 1997. Both quarterly and annual data will 
be used. Quarterly data would reveal some insights of the variables like 
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the effects of devaluation. Annual data would be used to reveal the 
state of nature of the variables under consideration. 
Part one: From 1990-91 to 1996-97 
Table 6.8 presents the statistical description of the components of 
Capital Accounts based on quarterly data as shown in Appendix 6.6. It 
needs to mention that the sources are divided primarily into Long Term 
and Short Term flows. The Long Term flows of capital are then divided 
into official, private and others sources. The official Long Term has been 
arrived at by means of deducting the Repayment of loans from the 
Disbursement of capital flows. 
It can be observed from ttie table that the disbursement of foreign aid 
varied from Tk 4022 million to Tk 13060 million during the said period. 
The Mean takes a value of Tk 8020 million. The standard deviation is Tk 
2112 million. The t-statistic suggests the Mean statistically significant at 
5% level. The coefficient of variance indicates that the variable observed 
a stable trend. The growth rate per quarter turns up 8.4 percent which 
bears a good notion. In the "Crisis of External Dependency", Prof. 
Rehman Sobhan (1990) warned that the economy has made herself aid 
dependent and due to poor repayment capacity she would be facing a 
severe constraint in foreign aid availability in 1990s. The growth rate 
observed indicates that such crisis did not take place. The accoimt was 
conventionally viewed as the source of deficit financing of the 
economy^. A comparison with the statistics of import is necessary. The 
Mean import is Tk 60542 million per quarter to imply that only 15 
percent of the import could be financed by the foreign aid. The reason 
4 The reason it is said "conventionally" is that the convention is not present 
anymore. The present study has shown that remittances of wage earners are 
fairly capable to finance the deficit. 
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behind such a low rate is that import increased remarkably over the 
period because of the introduction of the import based export in the 
RMG or ready-made garments sector. 
The repayment of loans is the second head under consideration. It is 
treated as debit entries, as fund flows outward. Thus there is no more 
implication of the negative sign of the variable. The repayment varied 
from a minimum of Tk 1587 million to a maximum of Tk 4578 million. 
The Mean is Tk 3001 million. This is statistically significant at 5% level. 
The Mean repayment is tiius 39.4 percent of tiie Mean foreign aid. The 
growth rate of repayment is 9.2 percent per quarter which is quite 
impressive a rate if compared with the growth rate of capital inflows of 
8.4 percent. 
The next item is the private capital. In some years it has held zero 
values to mean that there has not been any inflow of private capital in 
some quarters. The maximum inflow happened to be Tk 1069 million. 
The Mean is Tk 293 million per quarter with a standard deviation of Tk 
269 million. The t-statistic suggest the Mean not significant. The reason 
behind not being significant is its wide fluctuation as is reflected by a 
high coefficient of variance of 92 percent. The growth rate could not be 
calculated due to the zero figures in its values. 
The "others" sector is a poorly defined sector that has been abolished in 
1997. The sector however experienced a variation from negative Tk 4221 
million to positive Tk 1952 million. It holds negative figures when the 
Bangladeshi counterpart owed to foreign agencies. The Mean flow is 
only 61 million, which is not significant at 5% level. The variable has 
wide fluctuations and as such neither the coefficient of variance nor the 
growth rate is representative. 
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Table 6.8: Statistical Description of Quarteriy Data of Capital Accounts 
(From 1990-91 to 1996-97) 

































































































Source: Appendix 6.6 
The t-ratio with single asterisk sign (*) indicates statistical significance at 5% level and the 
double asterisk sign (**) indk:ates the statisttoal signiTicance at 10% level. 
The next variable under consideration is the net capital flow that is 
basically the aggregates of all the above mentioned sources. The 
variable held credit balance in all the quarters during the period. It 
experienced a variation from Tk 1408 million to Tk 12053 million. The 
fluctuation is noticeable. The Mean takes a figure of Tk 5372 million. 
The standard deviation is Tk 2604 million, which is a bit too high, and 
accordingly the Mean is not statistically significant at 5% level. The 
growth rate takes a very high figure of 156 percent to indicate that 
Bangladesh could attract foreign aid quite successfully, contrary to the 
views of many economists. 
The next item is the short-term flows in their net figures. It had been 
divided under two heads, official and private. The official flows had 
been very meager up to 1994 and then had some sizable figures both in 
debit and credit balances. It took a minimum value of Tk 4406 million of 
debit balance and a maximum of Tk 3041 of credit balance. The Mean 
however is only Tk 90 million, which is not statistically significant at 5% 
level. 
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The other item of the short term flows in the Capital Account is the 
balances with commercial banks in the forms of deposit and money. 
The variable observed wide fluctuations from a minimum of Tk 8093 
million of debit balance to a maximum of Tk 2896. The dominance of 
debit balance is understandable in view of import dominance of the 
country leading to debit figures of the banks in course of their LC 
(Letter of Credit) operations. The Mean is a debit balance amounting Tk 
2322 million. The standard deviation is quite high to make the statistic 
not significant at 5% level. The growth rate is also very high like 162 
jjercent reflecting the nature of fluctuations of the variable during the 
period. 
The next item is the net short-term flows, which is in combination of the 
official and bank balances of short-term flows just discussed. The Mean 
takes a figure of Tk 2231 of debit balances with a t-ratio suggesting the 
Mean not statistically significant at 5% level. 
The last item under the present head is the overall balances of Capital 
Account of Bangladesh. During tihe period the Capital Accoimt 
experienced both debit and credit balances. The minimum figure is a 
debit balance of Tk 6382 million and the maximum figure is a credit 
balance of 11597 million. The Mean takes a credit balance of Tk 3141 
million. The standard deviation is Tk 4593 million, which is indeed very 
high. The t-statistic is very poor like 0.7 to signify that the Mean is not 
significantiy different from zero at 5% level. The coefficient of variation 
is 146 percent that evidences the intensity of fluctuations in the variable. 
The growth rate is negative 2 percent to mean that there was a declining 
trend in the credit balances of the Capital Account to an extent of 8% 
per annum. This deserves attention. 
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Table 6.9: Regression estimates of items of quarterly Capital Account 
(From 1990-91 to 1996-97) 















































































































































Figures in parentheses indicate 
significance at 5% level and the 
significance at 10% level. 
-ratios. The single asterisk sign (*) indicates statistical 
double asterisk sign (**) indicates the statistical 
The discussion above provides a description of the variables without 
relating the effects of devaluation. In the next discussion effects of 
devaluation is taken care by means of the regression approach, used 
earlier. The independent variables are the exchange rate, a dummy 
variable of devaluation, a lagged variable and the time. The regression 
estimates obtained are presented in Table 6.9. 
The empirical regression line of official disbursement of long term 
credit presented a poor fit both in terms of the coefficient of 
determinant and F-ratio. None of the coefficients of independent 
variables observed statistical significance. This is sensible as the credit 
flow from abroad through official channel has no reason to be 
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influenced by the rate of foreign exchange. The repayment of debt 
observed a better fit. The coefficient of determinant is as high as 82 
percent and the F-ratio is also significant to reject the null hypothesis of 
untrue functional relation. Both the coefficients of lagged variable and 
time are significant at 5% level. It indicates that there is regularity in the 
repayment schedule of Bangladesh. However both the coefficient hold 
negative signs to indicate tiiat repayment followed a declining tendency 
over the period. It indicates that Bangladesh needs less amounts to 
service external debts due to the fact that may be less amounts of 
foreign debts are needed to service or may be that Bangladesh becomes 
incapable to service debts due to foreign exchange constraints. If the 
former case is true then there is reason to be happy as the dependency 
on foreign aid may have declined. If the later case is true then there is 
reason to worry. The regression estimates of private long term flows as 
well as other long term flows were not significant. Results of net long 
term capital are equally poor. The regression parameters of short term 
official flows however observed a better fit. The F-ratio is significant 
and the R-square indicates that as much as 74 percent variations have 
been explained by the regression. The only coefficient significant at 5% 
level is that of the lagged variable that indicates certain structural 
dependency on this flow. The regression estimates of net flows of 
commercial banks as well as of net flows of total short term capital fail 
to observe any statistical significance. The final regression is of the 
balance of Capital Account that observed a better fit. The coefficient of 
determinant claims to have explained as much as 82 percent of the 
variation and also that the F-ratio indicates statistical significance at 5% 
level. Two of the coefficient of indep>endent variables observed 
statistical significance at 5% level. These are the lagged variable and 
time. Both the coefficients hold negative signs. The coefficient of lagged 
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variable indicates that there is a structural tendency to decline the 
capital account surplus. This deserves attention. The coefficient of time 
indicates that each quarter contributes in the form of reduction in the 
surplus of the Capital Account by an amount of Tk 194 million. 
Considering the structural disequilibrium of Bangladesh, such a 
declining trend of surpluses in Capital Account is indeed alarming. 
None of the variables of foreign exchange and devaluation has observed 
statistical significance as is sensible conceptually. Devaluation should 
not be expected to have any impact on Capital Account flows. 
Part two; From 1996-97 to 2001-02 
It was mentioned earlier that the IMF introduced a new standard for 
balance of Payments of all of its member countries in 1997, 
Consequently a revised accounting format had been introduced in 
Bangladesh, as well, for the Balance of Payment of Bangladesh since 
1997. The present discussion accordingly concentrates on the Capital 
and Financial Account of the Baleince of Payments of Bangladesh since 
1997. The data used are all quarterly data. Analysis would be made in 
the form, same as before, of the statistical description of the variables at 
first and then of a regression approach. The absolute figures are 
represented in the Appendix 6.7 and based on that the statistical 
description is presented in the Table 6.10. 
The Capital account is mainly comprised of a single flow which is the 
official transaction made by the government. The government takes 
certain initiatives to arrange such inflows, basically, to compensate the 
balance of payment deficit. Such capital is known as "accommodative 
capital" in text of international trade. The Mean takes a value of Tk 4189 
million which is more than the Mean of Current Account deficit during 
the period per quarter. The standard deviation is Tk 2905 million to 
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suggest that the estimate is not statistically significant at 5% level. The 
coefficient of variance is as high as 69% to imply the nature of spread of 
the variable. The growth rate however is not dependable in view of the 
fluctuating nature of the variable. 
Table 6.10: Statistical Description of Quarteriy Capital and Financial Account 
(From 1996-97 to 2001-02) 


























































Source: Appendix: 6.7 
The t-ratio with single asterisk sign (*) indicates statistical significance at 5% level and 
the double asterisk sign (**) indicates the statistical significance at 10% level. 
The inflows of direct investment take a quarterly Mean of Tk 2190 
million with a standard deviation of Tk 1445 million. The t statistic of 
1.5 suggests that the estimate is not significant. The average direct 
investment per quarter is less than the average deficit of Current 
Account by an amount of around Tk 800 million. It indicates that 
despite all efforts of the government to ensure a congenial investment 
climate, foreign direct investment has not been attracted much. The 
flow of portfolio capital is negligible as the Mean per quarter is only Tk 
24 million that again in the form of outflow. However, the "other 
investment" figures are not negligible. The Mean of "other investment" 
is Tk 3793 million in the form of outflows or debit figures. The standard 
deviation is as high as Tk 9083 million and the t statistic is only 0.42. All 
these indicate the nature of fluctuation in the variable of other 
investment. A further enquiry into the composition of "other 
investment" reveals that as much as 70 percent of the figures are shared 
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by the trade credit of the foreign direct investment (FDI). This is 
interesting. The average FDI seems almost similar to the flows of trade 
credit of the FDI. This leads to generate the controversy of "transfer 
pricing"; the mode of capital flight done by MNC (Multinational 
Companies) under the system of accounting manipulation. If the 
outflow of capital done by FDI in the form of trade credit was taken 
under consideration then the net FDI flow would be very close to zero. 
This deserves attention. 
The last item of the capital and Financial Account of the Balance of 
Payment of Bangladesh is the Reserve Assets, which is basically the role 
of the central bank to finance the net deficit of the Balance of Payment. 
The Mean takes a figure of Tk 270 million which is not statistically 
significant. The standard deviation is as high as Tk 7955 million that 
indicates the intensity of fluctuation in the variable. The fluctuation 
under the head is not uncustomary but the intensity is too much. The 
external sector is influenced by too many known and unknown 
variables that create an obstacle for a practicable planning. Despite that, 
the fluctuation can not be rationalized. It may suggest certain naive 
planning of the central bank of Bangladesh to confront the multifarious 
externalities of Balance of Payments of Bangladesh. Finally, the figures 
of "errors of omission" take a Mean of Tk 212 million which is not 
statistically significant. The standard deviation is also high as Tk 7354 
million. This deserves attention as well. 
The next discussion is based on the regression analysis to evaluate the 
role of devaluation in the different components of Capital and Financial 
Accounts. Conceptually speaking, there is no reason for the exchange 
rate or devaluation to have a bearing on the items of Capital and 
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Financial Account. Still the discussion is necessary to conform the 
consistency of analysis as well as to do justice to the topic of the present 
study. The same form of multivariate regression, as has been done so 
far, is undertaken. The list of independent variables includes the foreign 
exchange rate, a dummy variable for devaluation, a lagged variable and 
time. The regression parameters are presented in the Table 6.11. It can 
be observed from the table that none of the regressions provide 
impressive results that is not unexpected indeed. The F ratio is 
significant only in two cases; in case of direct investment and in case of 
errors of omission. 
The coefficient of determinant of direct investment case suggests that as 
much as 50 percent of the variation have been explained by the 
regression. The regression estimates of direct investment hold negative 
coefficients for the slopes of both foreign exchange rates and the 
dummy variable of devaluation. This is not theoretically consistent. 
However, if the earlier suggestion remains valid that FDI takes more 
money back in the form of trade credit or "transfer pricing" than 
investment. The net flow may be of negative form to mean that 
devaluation should have inverse relation with the net flow of FDI. If the 
suggestion holds good then the policy makers need to be careful to 
formulate FDI related policies. However, none of the coefficients is 
statistically significant for the FDI flows. The other regression equation 
having significant F statistic is the errors of omission. The coefficient of 
determinant suggests to have explained 50 percent variation. The 
coefficient of slopes having statistical significance at 5% level are oi 
lagged variable and exchange rate. However, there is no reason that 
errors of omission can be functionally related with any variables and as 
such no more discussion is needed on this. 
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Table 6.11: Regression Estimates of Quarterly Capital & Financial Account 
(From 1996-97 to 2001-02) 






























































































Source: Appendix 6.7 
Figures in parentheses indicate t-ratios. The single asterisk sign (*) indicates 
statistical significance at 5% level and the double asterisl< sign (**) indicates the 
statistical significance at 10% level. 
Table 6.12 shows the statistical description of the main heads under the 
Capital and Financial Accounts of Bangladesh since 1997 based on 
annual data. The importance of annual data is in the fact that Balance of 
Payments are normally defined and used in their annual form rather 
than quarter forms. The reason behind the focus on quarterly data in the 
study is more of technical nature rather than conceptual validity. The 
present discussion concentrates on annual data. It should also be 
mentioned that the data lacks adequacy due to the revision of the 
accounting system of the Balance of Payments of Bangladesh in 1997. 
However, the table shows that the Mean deficit of Current Account is 
Tk 13760 million with a standard deviation of Tk 9897 million. The t-
ratio suggests that the estimate is not statistically significant. The 
coefficient of variance indicates a high degree of fluctuations in the 
variable. 
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The balances of Capital and Financial Account happen to hold a Mean 
surplus to an extent of Tk 7561 million. The Standard deviation is Tk 
9827 million with a t-ratio of 0.78 suggesting the Mean not statistically 
significant. The coefficient of variance is as high as 128% that implies 
the intensity of fluctuations in the variable largely due to the 
inadequacy of data. 
Table 6.12: Statistical Description of Annual Capital & Financial Account 
(From 1996-97 to 2001-02) 

















































Source: Appendix 6.7 
Figures in parentheses indicate t-ratios. Ttie single asterisk sign (*) indicates 
statistical significance at 5% level and the double asterisk sign (**) indk:ates the 
statistical significance at 10% level. 
The Capital and Financial Account is comprised of (i) Government or 
official credit, loans and transfer, (ii) Direct investment, (iii) portfolio 
investment, (iv) other investment and (v) foreign exchange reserve. The 
account of official loan and transfer represents the government efforts 
to compensate the balances of payment deficits, which is popularly 
known as the accommodative capital. The balance of the account takes a 
Mean of Tk 15052 million in the form of surpluses. The standard 
deviation is Tk 1317 million with the t-ratio of 11.4 suggesting the Mean 
statistically significant at 5% level. The coefficient of variance is only 8.7 
that indicate the stability of the variable. It seems that the government 
efforts in this aspect are quite regular. The Mean of the flows of foreign 
direct investment (FDI) holds a credit balance as is expected for a host 
country like Bangladesh. The Mean is Tk 6948 million with a standard 
deviation of Tk 4741 million. The t-ratio suggests that the estimate is 
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not statistically significant at 5% level. The Mean of portfolio investment 
during the period is ITc 1445 million in the form of debit balances 
indicating that Bangladeshi residents invest more in abroad than 
foreigners invests in Bangladesh in the form of portfolio investment. 
The t-ratio indicates that estimate is not significant. The "other 
investment" also takes a Mean in the form of debit balance to an extent 
of Tk 18635 million. The standard deviation of the variable is Tk 12713 
million. The Mean however is not statistically significant. The Mean of 
the balances of "other investment" is indeed high and as such deserves 
attention. One of the reasons behind the debit balances has been 
pointed out earlier that the trade credit of FDI is included under this 
head and there is a possibility that DFI repatriates huge amounts 
through this source. Another reason behind such a huge debit balance is 
that the accounts include the IMF dealings under the head. Servicing 
the IMF loans may be another reason behind such huge balances. The 
Mean of foreign exchange reserves take the Mean of Tk 4831 million. 
The standard deviation being Tk 8582 million the Mean is not 
statistically significant at 5% level. 
6.4 Conclusion 
The Balance of Payment is divided into the Current Account and 
Capital Account. The Current Account is comprised of the Balance of 
Trade, Balance of Services and Income Account and the Balance of 
Current Transfer. It has been observed in the present chapter that there 
were always deficits in the Balance of Trade of Bangladesh during the 
period under study. The balances of Services and Income Account were 
also in the form of deficits through out the period. On the other hand 
there were always surpluses in the balances of Current Transfer that in 
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fact, neutralized the overall deficits in the Current Account during the 
period and in some of the years generated even surpluses. 
The annual trade deficits during the period varied from Tk 105900 
million to Tk 46292 million. The Mean deficit is Tk 78822 million, which 
is statistically significant at 5% level. The deficit is eight and half times 
the average deficit of the Current Accounts. The trend of deficit during 
the period however is toward an improvement as is demonstrated by a 
positive growth rate of as much as 8.8 percent per annum. The 
coefficient of variance is only 26 percent that indicates a stable nature of 
the variable of trade deficit. 
The other source of deficit of Current Account of Bangladesh is the 
Services and Income Account. During the period under study that also 
experienced deficits with in a range from Tk 14013 million to Tk 63494 
million. The Mean takes a value of Tk. 32321 million of deficit. The t 
statistic indicates that the estimate is significant at 5% level. The growth 
rate is an impressive 14.1 percent suggesting that the account has 
improved remarkably in terms of its deficits during the period. 
Although in the earlier analysis there has not been any statistical 
evidence observed to indicate that the reason behind the improvement 
of both the Balance of Trade and the Income and Services Account is 
attributed to the role of devaluation but the arguments in favor of 
devaluation can not be ruled out. It is true that there has been too many 
devaluation during the period and at the same time there has been 
some remarkable improvement in the deficits of these two accounts. 
This leads the policy makers to believe that the improvement is because 
of devaluation. 
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The other account is the one of Current Transfer. This is the account that 
salvages the current account of Bangladesh. It is only because of this 
account that in some years there were surpluses in the Current account 
of Bangladesh. The surpluses varied from Tk 68412 million to Tk 162673 
million. The Mean surplus of Current Transfer Account amounted to Tk 
101933 million which is statistically significant at 5% level. In 
comparison with the deficits of the Balance of Merchandise Trade, the 
Mean surplus of Current transfer Account is 30 percent higher than the 
Mean of trade deficits. It can be duly said that the huge import of 
Bangladesh is basically financed by the remittances of wage earners 
who are the basic contributors of Current Transfer Account. The growth 
rate of the surplus of Current Transfer Account is also impressive. The 
annual growth rate is 9.1 percent, which is slightly higher than the 
growth rate of trade deficit. 
The IMF for all of its member countries had rationalized the accounting 
practice of Balance of Payments in 1997. As a result the conventional 
form of capital account of the Balance of Payments of Bangladesh had 
been realized faulty and hence, discarded. The new practice is 
according to the global standard and much more scientific. One of the 
limitations in the earlier practice, for example, is that the capital account 
used to be under two heads; long terms and short term capital. It was 
realized that capital account should not incorporate any short term 
dealing. Accordingly, since 1997 there has not been any item in the 
Capital Account of Bangladesh like short-term capital flows. The reason 
behind mentioning the change of the accoimting practice of \he balance 
of payments of Bangladesh is that the period under study needed to be 
divided into two parts for the discussion of capital account of 
Bangladesh. The first period is extended up to June 1997 and the second 
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part starts from July 1997. Both quarterly and annual data have been 
used. Quarterly data reveals some insights of the variables like the 
effects of devaluation. Annual data is used to reveal the state of nature 
of the variables under consideration. The importance of annual data is 
that the Balance of Payments are normally defined and used in their 
annual form rather than quarter forms. The reason behind the focus on 
quarterly data in the study is more of technical nature ratiier than 
conceptual validity. It should also be mentioned that the data lacks 
adequacy, particularly in case of annual data, due to the revision of the 
accounting system of the Balance of Payments of Bangladesh in 1997. 
However, it has been observed that the Mean deficit of Current Account 
is Tk 13760 million per year, which is not statistically significant. The 
coefficient of variance indicates a high degree of fluctuations in tfie 
variable. The balances of Capital and Financial Account happen to hold 
a Mean surplus to an extent of Tk 7561 million, which is not statistically 
significant due to high standard deviation. The coefficient of variance is 
as high as 128 percent that implies the intensity of fluctuations in the 
variable largely due to the inadequacy of data. 
The Capital and Financial Account is comprised of (i) Government or 
official credit, loans and transfer, (ii) Direct investment, (iii) portfolio 
investment, (iv) other investment and (v) foreign exchange reserve. The 
account of official loan and transfer represents the government efforts 
to compensate the balances of payment deficits, which is popularly 
known as the accommodative capital. The balance of the account takes a 
Mean of Tk 15052 million in the form of surpluses. The estimate is 
statistically significant at 5% level. The coefficient of variance is only 
247 
CHAPTER SIX: BALANCE OF PAYMENTS AND DEVALUATION 
8.7% that indicate the stability of the variable. It seems that the 
government effort in this aspect is quite consistent and regular. 
The Mean of the flows of foreign direct investment (FDI) holds a credit 
balance as is expected for a host country like Bangladesh. The Mean is 
Tk 6948 million with a standard deviation of Tk 4741 nuUion. The t-
ratio suggests that the estimate is not statistically significant at 5% level. 
The Mean of portfolio investment during the period is Tk 1445 million 
in the form of debit balances indicating that Bangladeshi residents 
invest more in abroad than foreigners invests in Bangladesh in the form 
of portfolio investment. The t-ratio indicates that estimate is not 
significant. 
The "other investment" also takes a Mean in the form of debit balance 
to an extent of Tk 18635 million, which is not significant at 5% level. The 
Mean of the balances of "other investment" is indeed high and as such 
deserves attention. One of the reasons behind the debit balances has 
been pointed out earlier that the trade credit of FDI is included under 
this head and there is a possibility that DFI repatriates huge amounts 
through this source. Another reason behind such a huge debit balance is 
that the accounts include the IMF dealings under the head. Servicing 
the IMF loans may be another reason behind such huge balances. The 
Mean of foreign exchange reserves take the Mean of Tk 4831 million. 
The standard deviation being Tk 8582 million the Mean is statistically 
significant at 5% level. 
Efforts have been made to evaluate the role of devaluation on the 
different components of Balance of Payments of Bangladesh. A 
multivariate regression approach has been undertaken on the quarterly 
data of the components of Balance of Payments during the period from 
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1991-82 to 2001-02 taking under consideration a number of independent 
variables, viz., the foreign exchange rate, a dummy variable for 
devaluation, a lagged variable of the dependent variable and time. 
Observations in most cases do not substantiate a functional relation 
between the foreign exchange rate or devaluation and the components 
of Balance of Payments of Bangladesh. 
The dependent variables of total export and cash import happen to have 
almost similar estimates of regression. The coefficient of determinants 
are high, F-ratios are significant with the coefficient of time being 
statistically significant. Coefficient of the dummy variable of 
devaluation is negative in both the cases. The coefficient of exchange 
rate is positive in both the cases while in case of the import it is 
statistically sigruficant. This indicates that there is no evidence of 
effectiveness of devaluation to promote export or to reduce imports 
during the period under study. Other kinds of imports like import 
against loans and imports against grants failed to observe any 
significant relation of devaluation or the exchange rate. The regression 
of total import, however, observed a negative coefficient of exchange 
rate suggesting that devaluation may have an inverse functional 
relation with total the import but that also is not statistically significant 
at 5% level. The Balance of Trade also holds a negative coefficient to 
imply that trade deficit has an inverse relation with devaluation as is 
expected conceptually but lacks due statistical significance. In none of 
the cases the dummy variable of devaluation plays any significant 
relation. 
The regression estimates of the components of Services and Income 
Account also fail to demonstrate the effectiveness of devaluation with 
regard to the dummy variable of devaluation. However, foreign 
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exchange rate observed statistically significant coefficients in some 
cases. Receipts of services and receipts of income observed significant 
coefficients of foreign exchange rates. In both the cases the coefficients 
are positive to indicate that devaluation holds positive functional 
relation with receipts of services and receipts of income. However, a 
similar coefficient is also observed in case of payments of income that 
can not be rationaUzed in consistence with the earlier observation. It 
may be due to statistical coincidence rather than an evidence of the 
effectiveness of devaluation. Other components of Services and Income 
Accounts fail to observe any role of devaluation or exchange rate in 
terms of statistically significant coefficient. 
Regression estimates of the components of Current Transfer Account 
observed statistically significant coefficients of foreign exchange rates in 
cases of Private Inward Flows, as well as Official Inward Flows. The 
coefficient in case of Private Inward Flows the sign is positive and 
incase of Official Inward Flows the sign is negative. The contradiction in 
sign is not explainable apparently and may be attributed to coincidence 
as well. In rest of the components of Current Transfer Account the 
regression estimates do not observe a significant coefficient for foreign 
exchange rates. In none of the cases the dummy variable of devaluation 
holds statistically significant coefficient. 
The regression estimates of the components of quarterly Capital 
Accounts of Bangladesh for a period from 1990-91 to 1996-97 do not 
observe statistically significant coefficient for either the exchange rate or 
the devaluation in any of the cases. In some cases, the lagged variables 
demonstrate sigruficant coefficient to indicate that cross-sectional 
regression analysis may have explained the variables in a better way. 
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which is out of the purview of the present study. The regression 
estimates of Balance of Capital Account hold a significant coefficient of 
Time to indicate a structural nature of the surplus in the Account. The 
coefficient however holds a negative sign to indicate a gradual decline 
in the surpluses of the Account. This deserves attention of policy 
makers. Regression estimates of the components of Capital and 
Financial Account for a period from 1996-97 to 2001-02 do not 
demonstrate any role of devaluation as the coefficient of foreign 
exchange rate or of the dummy variable of devaluation has never been 
statistically significant. 
The present chapter has concentrated on the different components of 
Balance of Payments of Bangladesh during the period under study. 
Botii quarterly and annual data have been used depending upon the 
nature of analysis. Effects of devaluation on each of the components of 
Balance of Payments have been duly focused. The next chapter is the 
last chapter of this thesis and as such, deals with the findings, 
suggestions and conclusion of the study. 
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7.1 Findings 
The study has aimed at assessing the effects of devaluation of 
Bangladesh on her balance of payments. The background of the study is 
the controversy between policy makers and some of the economists. 
The Bangladesh Bank, also referred to as the central bank is the policy 
maker of foreign exchange in Bangladesh. By virtue of the Foreign 
Exchange Control Regulation Act 1947 (subsequently adopted in 
Bangladesh by the Bangladesh Bank Order 1972) the central bank is 
authorized to control foreign exchange of the economy for the 
betterment of the nation. The role of IMF (International Monetary Fund) 
is also relevant in this context. Firstly, the Bangladesh Bank followed 
the fixed exchange rate system until late 2003 as the only system of 
exchange of the economy. While following the fixed exchange rate 
system, the role of the IMF becomes relevant as a prior approval from 
or subsequent intimation to the Fund is necessary for every change in 
the exchange rate. The second reason behind the involvement of the 
IMF is the acceptance of Article 8 in 1992 by Bangladesh which 
explicitly allowed the formal involvement of the Fimd in the foreign 
exchange management of the coimtry. Thus the economists happened 
to hold a position different from the one of the policy makers of 
Bangladesh Bank and the IMF. Devaluation is a policy choice of the 
policy makers that received wide criticism from some of the academics. 
Accordingly, one group found that devaluation was effective in the 
promotion of the balance of payments disequilibrium of Bangladesh 
while the other group failed to notice any improvement. The present 
study aimed at explaining the role of devaluation in the context of the 
balance of payments of Bangladesh during the period from 1990-91 to 
2001-02. 
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The study has observed that the annual export of Bangladesh during 
the period under consideration varies between Tk 61334 million to Tk 
306476 million. The Mean is Tk 165634 million and the Standard 
Deviation is Tk 81645 million. The t-ratio of 2.03 suggests that the 
estimate is not statistically significant at 5 percent level but it is 
significant at 10 percent level. The export figures hold an average 
growth rate of 17.9 percent. 
Import varied from Tk 111879 million to Tk 436949 million. The Mean is 
Tk 249125 million with a Standard Deviation of Tk 112417 million. The 
t-ratio is 2.22 suggesting that the Mean import is statistically significant 
at 5 percent level. The growth rate takes an average of 16.17 percent 
which is around 1.7 percent less than the growth rate of export during 
the same period. It has been noticed that in absolute figures, import is 
remarkably higher than export but in growth rates export is higher than 
import during the period under study. 
It has been observed that Bangladesh suffers from adverse trade balance 
through out the total period under consideration. Annual trade deficit 
varies from Tk 22214 million to Tk 13047 million. The Mean is Tk 83491 
million and Standard Deviation is Tk 35074 million. The t-ratio is 2.4 
suggesting that the estimate is statistically significant at 5 percent level. 
It is interesting to point out that the growth rate of trade deficit is 27 
percent which is much higher than the growth rates of botii export and 
import. This is not surprising as there is no straight forward relation in 
the growth rates of export or import and trade balance. 
The study has observed that foreign trade of Bangladesh during the 
period was mainly confined to only twenty-two countries. The criteria 
of these twenty-two countries is that each of these countries had a share 
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in export or import of Bangladesh or trade balance with Bangladesh to 
an extent of more than 1 percent for more than one occasion during the 
period. It has also been observed that foreign trade of Bangladesh with 
most of these coimtries resulted in trade deficit in the context of 
Bangladesh. This means that Bangladesh exports less to these countries 
than imports from these countries leading to generate an overall trade 
deficit of Bangladesh. 
The countries were short-listed to seven countries designated as the 
"very important trading partners". The criteria to be "very important 
trading peutners" is that each of the countries shared to an extent of 
more than 10 percent of tiKe average export, import or trade deficit of 
Beingladesh. The countries are USA, India, Japan, China, Germany, 
Singapore and Hong Kong. 
A regression approach has been undertaken to explore the variables 
that has functional relation with the export of Bangladesh to any of 
these countries or import of Beingladesh from any of these countries. 
The independent variables under consideration are 3 different foreign 
exchange rates, the GDP of the respective country and the total import 
of that coimtry in case of export of Bangladesh to that coxmtry (being 
the dependent variable), and total export of that country in case of 
import of Bangladesh from that coimtry. The three exchange rates are 
the conversion rate of US dollar to the domestic currency of that 
particular country (for USA this rate is substituted by the Euro rate in 
US dollar), the rate of SDR in the domestic currency and the conversion 
rate between Bangladeshi Taka to the domestic currency of that 
particular country. The role of devaluation is implied in the conversion 
rate of Taka to the respective foreign exchange. The regression 
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approach uses both the univariate and the multivariate regression in a 
step-wise fornL It has been observed that in most cases the univariate 
regression provides results in favor of the effectiveness of devaluation 
whereas the multivariate regression fails to hold that significzintly. 
It has been observed that the univariate regression suffers from 
oversimplification. For example, even in cases of import data being the 
dependent variable, it has been observed to have a highly significant 
positive functional relation with the exchange rates. This can not be 
true. If devaluation was effective then import should have reduced and 
if devaluation was ineffective then imports should not have reduced but 
in no case it can be that import should increase because of devaluation. 
This clearly contradicts all theories. The empirical regression line under 
such theoreticeilly inconsistent cases, will take the form of positive 
functional relation between exchange rate of Bangladesh and import 
from any of the stated countries. Thus, it has been suggested that 
univariate regression suffers from over-simplification. 
The multivariate regression analysis of the step-wise form, taking all the 
independent variables mentioned above xmder consideration, provides 
results almost simileir to each other. The independent variable that 
implies the devaluation of Bangladesh, i.e., the conversion rate of 
Bangladesh Taka and the respective foreign exchange fails to observe 
statistically significant relation in most cases of both export to and 
import from each of these countries. Not only that tiie slope coefficient 
of the peirticular independent variable fails to observe statistical 
significance but also the other independent variables perform very 
poorly in terms of statistically significant coefficient of slope. However, 
the R-square in most cases are very impressive. This leads to generate 
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the typical problem of multi-collinearity. This is not indeed surprising. 
Macroeconomic variables of an economy are somehow interrelated with 
each other. Besides, the three exchange rates, taken under consideration, 
might have some interdependence that leads to generate the same 
problem of multi-collinearity. However, it can be safely said that tiie 
multiple regression analysis fails to observe the effectiveness of 
devaluation in the promotion of export and reduction of import in the 
aspect of country-specific foreign trade of Bangladesh during the period 
under study. 
The study has also been concerned with the different commodities of 
exports and imports of Bangladesh during the period under study. 
Efforts are made to assess the nature of relation between each line of 
export (or imports) and devaluation. Devaluation is suggested to be 
effective only if there is a fimctional relation between the two variables. 
The statistical technique of regression analysis is the most appropriate 
technique for this kind of assessment of functional relation. Keeping 
that in mind, three different kinds of regression techruques have been 
used in the analysis, viz., simple regression imder the ordinary least 
square (OLS) method, multivariate regression and log-linear regression. 
Quarterly data have been used for the first two forms of regression, i.e., 
simple and multivariate regression. For log-linear regression, annual 
data have been used. 
Apart from regression analysis, an effort has been made to assess the 
nature of variability in the composition of exports and imports. 
Regarding exports of Bangladesh during the period, a remarkable 
concentration on ready-made garments has been noticed. It shares as 
much as 68 percent of the total exports of Bangladesh. The share and 
role of the sector should be used with particular caution as it holds 
257 
CHAPTER SEVEN: FINDINGS AND CONCLUSION 
certain unique feature. Ready-made garments (RMG) sector exports 
commodities that are originally imported from abroad, used for value 
addition in Bangladesh and then exported again. Thus tiie role of the 
sector has been exaggerated as its true contribution in terms of value 
addition can not be assessed due to technical reasons. The sector creates 
a problem in the estimation of the contribution of traditional export-
sectors. Because of the use of gross export of RMG sector, the share of 
other items (like tea or jute) to total exports appears understated. Even 
being imderstated, other important items of the export of Bangladesh 
are jute (8 percent), jute goods (2.3 percent), skin & hides (5 percent). 
Fish (7.3 percent), tea (1 percent) and fertilizer (2 percent). 
Analysis of the composition of import has been obstructed by the fact 
that there was a tiiorough change of the basis of classification of imports 
in 1997. Accordingly, the total period under study was bifurcated into 
two parts. During the first part from 1990-91 to 1996-97, total import has 
been comprised of food (11 percent), minerals (17 percent), inputs of 
RMG and leather sector (25 percent), capital goods (17 percent) and 
others (30 percent). With regard to the second part, from 1996-97 to 
2001-02, total import has been comprised of food (11 percent), 
petroleum (7 percent), chemicals (6 percent), textile inputs (22.6 percent) 
and capital goods (30 percent). 
In the analysis of ordinary regression, the only independent variable is 
the foreign exchange rate. Dependent variable varies from total exports 
and total imports to each of the different lines of exports and imports. 
The regression estimates have been observed indeed impressive. In 
most cases, both the coefficient of determinant and the F-ratio are quite 
high to signify that devaluation is significantly related with the different 
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dependent variables. It has been noticed that the findings of ordinary 
regression suffers from over-simplification. One of the indications is 
that both imports and exports have been observed to have similar kind 
of functional relation. The estimates of single variable regression 
indicate that export and import both increased signific£intly in each of 
the different lines of tiie composition due to devaluation. It has been 
mentioned already that such empirical observations are apparently 
unexplainable by the existing set of theories. This leads to suggest that 
when both tiie dependent and independent variables are time series 
data of increasing trend then there is a high possibility that regression 
will give a good fit that may not be true in fact. It is imperative that tiie 
single variable regression is not the right approach to evaluate the role 
of devaluation on foreign trade. 
The multivariate regression takes a number of variables xinder the 
consideration of independent variables. Along with the variables of 
foreign exchange rate, time and lagged variable it takes a dummy 
variable for devaluation. Such use of dummy variable for devaluation is 
rather uncommon and is possible only in case of quarterly data. Because 
of the use quarterly data, it has been observed that there were as many 
as 20 quarters over tiie period under consideration that failed to 
experience devaluation. Those quarters get a binary number different 
from the quarters that experienced devaluation. Another advantage of 
the use of dununy variable in this form along with another variable like 
foreign exchange rate is that the problem of multi-collinearity does not 
arise under such cases. However, the multivariate regression estimates 
have failed to evidence any effectiveness of devaluation, in most cases. 
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The log-linear regression is especially significant for the analysis of 
effects of devaluation on foreign trade. Regarding the effectiveness of 
devaluation to promote export and to reduce import, elasticity is very 
important. According to the Marshall-Lemer Condition, devaluation 
will be effective only if the price elasticity is indeed high. Both price and 
income elasticities are automatically revealed by respective coefficients 
in case log-linear regression. The empirical estimates of log-linear 
regression accordingly have provided many pieces of information with 
regard to price and income elasticity of different lines of exports of 
Bangladesh. On an average, it has been noticed that there is a huge 
potential of an effective use of devaluation although there is no 
statistical evidence that devaluation was effective to promote exp>ort of 
Bangladesh during the period under consideration. The log-linear 
regression can not be used to analyze the commodity-specific imports 
due to the constraints of availability of consistent data. 
The study has aiso dealt with tfie remittances of wage earners of 
Bangladesh during the period from 1990-91 to 2001-02. It has been 
mentioned that wage earners' remittances play very important role to 
finance the trade deficit of Bangladesh. The remittances are treated as 
the credit side flow of the service account of the Current Account of 
Balance of Payments. During the period under study, wage earners' 
remittances provide 33 percent of the trade deficit of the country. The 
average quantum of remittances is Tk 66327 million per annum during 
the period. The growth rate of remittances has been noticed indeed 
impressive to an extent around 17 percent. The rate of growth is 7 
percent higher than tiie growth rate of imports of goods and 5 {percent 
higher than the growth rate of exports during the f)eriod. This indicates 
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the significance and potentiality of remittances in financing trade deficit 
not only during the period under study but also in future. 
Attempt has been made to analyze the composition of remittances 
based on different countries of origin. It has been noticed that 
remittances of the wage earners of Bangladesh is confined to very few 
countries in the world. Only seven countries contribute 87 percent of 
the total remittances of Bangladesh during the period under 
consideration. The seven countries are Saudi Arabia (41 percent), 
Kuwait (12.5 percent), Uruted States (10.3 percent). United Arab 
Emirates (7.8 percent), Oman (6 percent), Qatar (4.7 percent) and United 
Kingdom (4.6 percent). The dominance of Gulf coimtries is remarkable 
as because three-fourth of the remittances comes from Gulf countries. It 
has been observed that as much as 41 percent of the remittances come 
only from Saudi Arabia. An interesting feature of the remittances from 
different coimtries is the annual rate of growth during the period under 
consideration. It has already been mentioned that the toted remittances 
hold an average growth rate of 16.76 percent per armum which is an 
encouraging sign in view of the trade deficit of Bangladesh. Among the 
seven countries, remittances from Kuwait holds the highest growth rate 
of 64 percent, that from USA holds a growth rate of 24 percent, Saudi 
Arabia holds a growth rate of around 20 percent, UAE 16 percent, UK 
13 percent, Oman 12 percent and Qateu- holds a growth rate of 10 
percent. Such double-digit growth rates during the phase of 
devaluation quite obviously lead to generate a question as to whether it 
is an outcome of devaluation or something else. 
An attempt has been made to resolve the controversy by means of 
regression approaches. The univariate regression suggests very strongly 
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that increased remittances are functionally and statistically depended 
on foreign exchange rates. This means that devaluation is very effective 
to promote foreign exchange remittances of Bangladesh during the 
period under survey. It has been already mentioned that this is due to 
the limitation of time series data of increasing trends. So, a multivariate 
regression has been introduced. The independent veuriables are the 
foreign exchange rate of US dollar, foreign exchange rate of the third 
currency, a lagged variable and the time. It has been noticed that none 
of the regression parameters suggests that increased remittances are 
statistically and functionally depended on foreign exchange rates. In 
many cases the lagged variable becomes significant. This indicates that 
remittances are more responsive to structural macroeconomic variables 
other than devaluation. The results of multivariate regression indicate 
that tiiere has not been any statistical evidence to suggest that 
devaluation contributes to promote remittances during the period 
imder consideration. 
The Balance of Payment is divided into the Current Account and 
Capital Accoimt. The Current Account is comprised of the balance of 
trade, balance of Services and Income Account and the balance of 
Current Transfer. It has been observed that during the period under 
study there were always deficits in the Balance of Trade of Bangladesh. 
The balances of Services and Income Account were also in the form of 
deficits through out the period. On the other hand there were always 
surpluses in the balances of Current Transfer tfiat in fact, neutralized 
the overall deficits in the Current Account during the period and in 
some of tfie years generated even surpluses. 
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The annual trade deficits during the period varied from Tk 59300 
million to Tk 181150 million. The Mean deficit is Tk 124971 million, 
which is statistically significant at 5% level. The deficit is eight and half 
times the average deficit of the Current Accounts. The trend of deficit 
during ttie period however follows deteriorations as is demonstrated by 
a positive growtii rate of deficits by 8.8 percent per annum. 
The other source of deficit of Current Accoimt of Bangladesh is the 
Services and Income Account. During the period under study that also 
experienced deficits with in a range from Tk 14013 million to Tk 63494 
million. The Mean takes a value of Tk. 32321 million of deficit, which is 
statistically significant at 5% level. The growth rate is an impressive 14.1 
percent suggesting that the account has improved remarkably in terms 
of its deficits during the period. Although, based on regression 
estimates, there has not been any statistical evidence observed to 
indicate tfiat tiie reason behind the improvement of both the Balance of 
Trade and the Income and Services Account is attributed to the role of 
devaluation but the arguments in favor of devaluation can not be ruled 
out. It is true that there have been too many deveduations during the 
period and at the same time there has been some remarkable 
improvement in the deficits of these two accounts. This leads the policy 
makers to believe that the improvement is because of devaluation. 
The other account is the one of Current Transfer. This is the account that 
salvages the current account of Bangladesh. It is only because of this 
accoxmt that in som e^ years there were surpluses in the overall Current 
Account of Bangladesh. The surpluses varied from Tk 68412 million to 
Tk 162673 million. The Mean surplus of Current Transfer Account 
amounted to Tk 101933 million which is statistically significant at 5% 
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level. In comparison with the deficits of the Balance of Merchandise 
Trade, the Mean surplus of Current Transfer Account is 30 percent 
higher than the Mean of trade deficits. It can be duly said that the huge 
import of Bangladesh is basically financed by the remittances of wage 
earners who are the basic contributors of Current Transfer Account. The 
growth rate of the surplus of Current Transfer Account is also 
impressive. The annual growth rate is 9.1 percent, which is slightly 
higgler than the growtfi rate of trade deficit. 
The IMF for all of its member countries had rationalized the accounting 
practice of Balance of Payments in 1997. As a result the conventional 
form of capital account of the Balance of Payments of Bangladesh had 
been realized faulty and hence, discarded. The new practice is 
according to the global standard and much more scientific. One of the 
limitations in the earlier practice, for example, is that the capital account 
used to be under two heads; long terms and short term capital. It was 
realized that capital account should not incorporate any short term 
dealing. Accordingly since 1997 there has not been any item in the 
Capital Account of Bangladesh like short-term capital flows. The reason 
behind mentioning the change of the accounting practice of the balance 
of payments of Bemgladesh is that the period under study needed to be 
divided into two parts for the discussion of capital account of 
Bangladesh. The first period is extended up to June 1997 and the second 
part starts from July 1997. Both quarterly and annual data have been 
used. Quarterly data reveals some insights of the variables like the 
effects of devaluation. Annual data is used to reveal the state of nature 
of the variables imder consideration. The importance of annual data is 
that the Balance of Payments are normally defined and used in their 
annual form rather than quarter forms. The reason behind the focus on 
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quarterly data in the study is more of technical nature rather than 
conceptual validity. It should also be mentioned that the data lacks 
adequacy, particularly in case of annual data, due to the revision of the 
accounting system of the Balemce of Payments of Bangladesh in 1997. 
However, it has been observed that the Mean deficit of Current Account 
is Tk 13760 million per year, which is not statistically significant. The 
coefficient of variance indicates a high degree of fluctuations in the 
variable. The balances of Capital and Financial Account happen to hold 
a Mean surplus to an extent of Tk 7561 million, which is not statistically 
significant due to high standard deviation. The coefficient of variance is 
as high as 128 percent that implies the intensity of fluctuations in the 
variable largely due to the inadequacy of data. 
The Capital and Financial Accoimt is comprised of (i) Government or 
official credit, loans and transfer, (ii) Direct investment, (iii) portfolio 
investment, (iv) other investment and (v) foreign exchange reserve. The 
account of official loan and transfer represents the government efforts 
to compensate the balances of payment deficits, which is popularly 
known as the accommodative capital. The balance of the account takes a 
Mean of Tk 15052 million in the form of surpluses. The estimate is 
statistically significant at 5% level. The coefficient of variance is only 8.7 
tiiat indicate the stability of the variable. It seems that the government 
efforts in this aspect are quite consistent and regular. 
The Mean of the flows of foreign direct investment (FDI) holds a credit 
balance as is expected for a host country like Bangladesh. The Mean is 
Tk 6948 million with a standard deviation of Tk 4741 million. The t-
ratio suggests that the estimate is not statistically significant at 5% level. 
The Mean of portfolio investment during the period is Tk 1445 million 
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in the form of debit balances indicating that Bangladeshi residents 
invest more in abroad than foreigners invests in Bangladesh in the form 
of portfolio investment. The t-ratio indicates that estimate Is not 
significant. 
The "other investment" also takes a Mean in the form of debit balance 
to an extent of Tk 18635 million, which is not sigruficant at 5% level. The 
Mean of the balances of "other investment" is indeed high and as such 
deserves attention. One of the reasons behind the debit balances has 
been pointed out earlier that the trade credit of FDI is included under 
this head and there is a possibility that DFI repatriates huge amoimts 
through this sotu"ce. Another reason behind such a huge debit balance is 
that the accounts include tfie IMF dealings under the head. Servicing 
the IMF loans may be another reason behind such huge balances. The 
Mean of foreign exchange reserves take the Mean of Tk 4831 million. 
The standard deviation being Tk 8582 million the Mean is statistically 
significant at 5% level. 
Efforts have been made to evaluate the role of devaluation on the 
different components of Balance of Payments of Bangladesh. A 
multivariate regression approach has been xmdertziken on the quarterly 
data of the components of B£Jance of Payments during the period from 
1991-92 to 2001-02 taking under consideration a number of independent 
variables, viz., the foreign exchange rate, a dummy variable for 
devaluation, a lagged variable of the dependent variable eind time. 
Observations in most cases do not substantiate a functional relation 
between the foreign exchange rate or devaluation and the components 
of Balance of Payments of Bangladesh. 
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sEEaBSEBBBSsaaaasaBaaasssagsaBBaxtaessBaKBasBBaaBBBaaaei 
The dependent variables of total export and cash import happen to have 
almost similar estimates of regression. The coefficient of determineints 
are high, F-ratios are significant with the coefficient of time being 
statistically significant. Coefficient of the dummy variable of 
devaluation is negative in both the cases. The coefficient of exchange 
rate is positive in both the cases while in Ccise of the import it is 
statistically significant. This indicates that there is no evidence of 
effectiveness of devaluation to promote export or to reduce imports 
during the period under study. Other kinds of imports like import 
against loans and imports against grants failed to observe any 
significant relation of devaluation or the exchange rate. The regression 
of total import, however, observed a negative coefficient of exchange 
rate suggesting that devaluation may have an inverse functional 
relation with total the import but that also is not statistically significant 
at 5% level. The Balance of Trade also holds a negative coefficient to 
imply that trade deficit has an inverse relation with devaluation as is 
expected conceptually but lacks due statistical significance. In none of 
the cases the dummy variable of devaluation plays any significant 
relation. 
The regression estimates of the components of Services and Income 
Accoimt also fail to demonstrate the effectiveness of devaluation with 
reg£U"d to the dummy variable of devaluation. However, foreign 
exchange rate observed statistically significant coefficients in some 
cases. Receipts of services and receipts of income observed significant 
coefficients of foreign exchange rates. In both the cases the coefficients 
are positive to indicate that devaluation holds positive functional 
relation with receipts of services and receipts of income. However, a 
similar coefficient is also observed in case of payments of income that 
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can not be rationalized in consistence with the earlier observation. It 
may be due to statistical coincidence rather than an evidence of the 
effectiveness of devaluation. Other components of Services and Income 
Accounts fail to observe any role of devaluation or exchange rate in 
terms of statistically significant coefficient. 
Regression estimates of the components of Current Transfer Account 
observed statistically significant coefficients of foreign exchange rates in 
cases of Private Inward Flows, as well as Official Inward Flows. The 
coefficient in case of Private Inward Flows the sign is positive and 
inc£ise of Official Inward Flows the sign is negative. The contradiction in 
sign is not explainable apparently and may be attributed to coincidence 
as well. In rest of the components of Current Transfer Account the 
regression estimates do not observe a significant coefficient for foreign 
exchange rates. In none of the cases the dummy variable of devaluation 
holds statistically significant coefficient. 
The regression estimates of the components of quarterly Capital 
Accounts of Bangladesh for a period from 1990-91 to 1996-97 do not 
observe statistically significant coefficient for either the exchange rate or 
the devaluation in any of the cases. In some cases, the lagged variables 
demonstrate significant coefficient to indicate that cross-sectional 
regression analysis may have explained the variables in a better way, 
which is out of the piuview of the present study. The regression 
estimates of Balance of Capital Accoimt hold a significant coefficient of 
Time to indicate a structural nature of the surplus in the Account. The 
coefficient however holds a negative sign to indicate a gradued decline 
in the surpluses of the Account. This deserves attention of policy 
makers. Regression estimates of the components of Capital and 
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Financial Account for a period from 1996-97 to 2001-02 do not 
demonstrate any role of devaluation as the coefficient of foreign 
exchange rate or of the dummy variable of devaluation has never been 
statistically significant 
7.2 Suggestions and Conclusion 
The study on average failed to evidence any significant relation 
between devaluation and foreign trade of Bangladesh despite certain 
scattered exceptions. The study has also observed no significant relation 
of devaluation with the different components of the Balzince of 
Payments of Bangladesh during the period under study. The study 
observed certain potentials of cross-sectional analysis. Effects of 
devaluation may not be confined to balance of payments only. It may 
have some effects on other macroeconomic variables like inflation, 
income and allocation of resources. The study makes following 
suggestions in this regard. 
It has been observed in the study that as much as 35.4 percent of the 
total export of Bangladesh during the period under consideration 
concentrated to a single country of the USA. One of the factors behind 
the observation is the blessing of the Washington-based institutions like 
the World Bank and the IMF. Economic reforms of Bangladesh during 
the last decade were in accordance with the structural reforms 
suggested by these institutions. In fact, progress of Bangladesh has been 
so good that according to the WTCs ranking Bangladesh belongs to the 
group of countries having most liberalized trade. Of course, such 
drastic reforms, in general, and frequent devaluation, in particular, 
were not cost-free. Like the present study has observed that devaluation 
failed to improve the trade-deficits of the country. The possibility that 
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wamKBomassaimacasBBaBMatsxesBaaB^asasmamaBsaaammmmmsmmim 
the trade surplus with the USA is an indirect effect of the World Bank 
and the IMF group cein not be ruled out. In that case, the apparent cost 
of devjiluation might be compensated by the trade-surplus with the 
USA. The hypothesis is further strengthened by the fact that the most 
dominant export line of Bangladesh, the Ready-Made Garments (RMG) 
sector enjoys the quota facility of the USA. This is the key factor of the 
attractive export to the USA. However, tfie future of tfie quota facility is 
doubtful as the present pheise of preferential treatment in the form of 
multi-fiber arrangements will be over in 2005, imless extended furtfier 
by the WTO. The coimtry has already made herself structurally 
dependent on the export to the USA as well the dominance of the RMG 
in total exports. This leads to generate at least two apparently different 
suggestions. The coimtry should persuade the WTO to extend the 
tenure of the preferential treatment at least by 5 more years with an 
argument tiiat the structural disequilibritmn in the BOP warrants such a 
period to develop some alternative sectors to diversify the risk factor of 
the RMG concentration in export of Bangladesh. Secondly, both the 
USA and the Washington based development institutions should be 
approached in reference to the cost of economic reforms to create some 
more avenues for the export of Bangladesh. Even if the facility like the 
quota is not available, there can still be some other forms of economic 
incentives that can be allowed by domestic fiscal policies of the USA to 
encourage import from Bangladesh. It has been observed in general that 
there is a growing popul£irity in the consumers of the USA for the RMG 
products of Bzmgladesh. The popularity should be further intensified 
through market campaign. The population of Bangladesh should be 
pursued to be more toleremt with the foreign policy of the USA keeping 
in mind the importance of the USA in the aspect foreign trade of 
Bangladesh. Similar policy measures should also be initiated in case of 
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some European countries like Germany, France, UK, Belgium and 
Netherlands. 
Besides, the possible loss of quota facility after 2005, if comes, can also 
be compensated by some local monetziry and fiscal policies. Monetary 
policy includes preferentizJ treatment of the RMG exporters by 
commercial banks in terms of security margin of Letter of Credit (LQ, 
subsidized interest rate and other incentives. Fiscal policy includes tax-
reduction in the form of lower surcharge and VAT, reduced tariff-value 
of machineries, terming RMG exporters as VIP by the tax authority, etc. 
The study has mentioned the role of wage earners' remittances in 
financing the trade-deficits of Bangladesh. It has been observed that 
wage eeuners are confined to very few countries. Steps should be taken 
to promote remittances both horizontally, in terms of increasing the 
number of countries, and vertically, in terms of increasing the number 
of wage earners in each country. It has been pointed out that for 
Bemgladesh wage earners are structural outcome, rattier than a market 
phenomena. In view of that, technical institutes based on modem 
technology should be increased. Considering the role and potentiality of 
Gulf countries, efforts should be made to ensure active participation of 
the coimtry in different regional community and associations like OIC. 
Recent efforts of the Government of Bangladesh to explore the wage 
earners market in Malaysia and Thailand is the right kind of approach 
that government should take to explore in other countries as well. To 
attract wage earners to use official channels in remitting their earnings 
attractive savings certificates of varied terms and conditions should be 
introduced. Ihe experiences of Wage Earners' Bond were good but 
recent reduction in interest rate may appear to be disincentive. Along 
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with the introduction of these kinds of securities that should be allowed 
to be traded in the capital market like Dhaka Stock Exchange, 
Qiittagong stock Exchange etc. 
Policy makers might not have noticed that Foreign Direct Investment 
(FDI) flows more outward than inward. The study found that outflows 
in terms of trade credit are almost similar to that of the FDI inflows. 
This deserves serious attention. Bangladesh serves almost all the 
regulations of the WTO to ensure the right kind of investment climate 
of the global standard. But foreign capital could not be attracted in its 
net term. Structural hindrances like poor infrastructure, poor backward 
linkage, inefficient financial system, poor capital markets, ir.stability of 
political government, red-tapism, social unrest etc have been made 
responsible for insufficient flows that should be taken care. Better 
accounting standard may prevent the repatriation in terms of trade 
credit. 
Finally, tfie present study found enough potential for cross-sectional 
study on foreign trade that can be taken care of by future researchers. 
Another dimension of future research suggested by the present study is 
to address the effects of devaluation in terms of all macroeconomic 
veiriables including effects on inflation, national income, allocation of 
resources, global competitiveness and so on. A cointegration approach 
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Source: International Financial Statistics 1994, 1998, 2002, International Monetary 
Fund, Statistical Year Book 1996, 2001, 2003, Bureau of Statistics, GOB, Economic 































































































































































































y Data of Export by Commodities 


















































































































































































































































































































































































































































































Source: Balance of Payments, Bangladesh Bank, 1991-2002 









































































































































































































































































































Source: Balance of Payments, Bangladesh Bank, 1991-2002 








































































































k. In million 
Source: Balance of Payments. Bangladesh Bank. 1991-2002 
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Source: IFS, Statistical Year Books, Economic Trends 




































































































































































































































































































































































































































Source: IFS, Statistkxil Year Books, Economic Trends 
Appendix 5-1: Country-wise Remittances 










































































































































































































































Source: Economic Trends, Bangladesh Bank, 2004. 
Appendix 5-2: Remittances from Saudi Arabia, UAE and Kuwait and the 


























































































































Source: Economic Trends, Bangladesh Bank, 2004. 









































































































Appendix &4: Remittances in Total and from Japan and Malaysia and the 











































































































Appendix 6-1: Quarterly Data of Balance of Trade 











































































































































































































































































Source: Balance of Payments, Bangladesh Bank, From 1991-92 to 2001-02 
Appendix 6-2: Quarteriy Data of Services and Income Account 


















































































































































































































































































































Appendix 6-3: Quarteriy Data of Current Transfer Account 





























































































































































































































































































































Source: Balance of Payments, Bangladesh Bank. From 1991-92 to 2001-02 
Appendix 6-4: Heads of Accounts of Current Account (Quarterly Data) 






























































































































































































Source: Balance of Payments, Bangladesh Bank, From1990-91 to2001-d2 
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Source: Economic Trends, Bangladesh Bank, Various issues. 
Appendix 6.6: Capital Accounts (Quarterly Data) Up to 1997 











































































































































































































































































Source: Economic Trends, Bangladesh Bank, Various Issues. 
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Appendix 6.7: Quarteriy Capital and Financial Account (Since 1997) 





















































































































Appendix 6.7: Capital & Financial Account (Since 1997) 
Source 
Cunrent Account 
Capital & Financial A/c 
i. Capital Transfer 
ii. Direct Investment 
iii. Portfolio Inv 
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